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Message  to  Members 


Museum  President  David  Cowen  in  the  Junior  Achievement  Finance  Park  at  the  Museum. 


By  David  J.  Cowen, 

President  and  CEO 

The  Museum  has  always  recognized 
the  power  of  partnerships.  In  the  past 
we  have  partnered  with  our  friends 
at  NYSE  Euronext,  the  CME  Group, 
Bloomberg,  the  SEC,  Consolidated 
Edison,  the  Sierra  Club,  and  numer- 
ous other  museums,  organizations  and 
universities.  And  we  are  pleased  to 
announce  our  latest  partnerships. 

The  first  is  a recognized  leader  in 
the  field  of  financial  literacy,  Junior 
Achievement.  In  conjunction  with 
Junior  Achievement  and  their  spon- 
sor, Capital  One  Bank,  the  Museum 
will  host  a Finance  Park  from  Decem- 
ber 13  through  February  11.  Thou- 
sands of  middle  and  high  school  stu- 
dents will  participate  in  the  program, 
which  teaches  budgeting  and  savings 
skills  in  a real  world  environment. 
Junior  Achievement’s  economic  edu- 
cation programs  and  experiences  are 
world-class,  and  Capital  One  shares 
our  vision  of  improving  the  lives  of 
students  through  financial  education. 
From  the  Museum’s  perspective,  this 
is  a perfect  match.  We  are  pleased  to 
host  the  Finance  Park,  and  there  are 
possibilities  that  this  initial  run  of  the 
park  can  become  a longer  run. 

Our  second  partnership  in  2011 
is  with  the  American  Scottish  Foun- 
dation. Every  year  the  foundation 
celebrates  Tartan  Week,  and  here  in 
New  York  City  there  is  a parade  along 
with  city-wide  programs  and  festivi- 
ties. This  year,  the  celebration  will 
be  held  the  week  of  April  4th,  and 
we  will  honor  the  legacy  of  Alexan- 
der Hamilton’s  Scottish  roots  at  the 
Museum  by  exhibiting  Hamilton  gems 


from  our  collection.  We  will  also  dis- 
play Hamilton’s  Society  of  Cincinnati 
medal,  on  loan  from  the  Hamilton 
family,  and  expect  for  the  first  time 
to  bring  together  Hamilton’s  Scot- 
tish and  American  descendants.  This 
important  meeting,  as  well  as  an  eve- 
ning program  dedicated  to  Hamilton, 
will  take  place  at  the  Museum.  We 
look  forward  to  this  new  collabora- 


tion to  honor  the  first  Secretary  of  the 
Treasury  with  our  Scottish  friends. 

Hamilton  is  not  the  only  thing  we 
will  be  celebrating  in  2011.  The  next 
issue  of  Financial  History  will  be  our 
100th  edition,  and  to  mark  this  mile- 
stone we  will  publish  a full-color 
double  issue.  There  is  so  much  to  look 
forward  to.  Please  continue  to  join 
with  us  in  2011.  oa 
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Alan  Barnett 


Founder’s  Letter 


By  John  Herzog, 

Founder  and  Chairman  Emeritus 


As  vou  read  this,  the  Museum  will 
he  celebrating  its  third  anniversary  at 
48  Wall  Street.  At  our  fourth  annual 
gala  on  January  10,  we  honored 
Peter  G.  Peterson,  who  received  the 
Museum's  John  C.  Whitehead  Award 
for  Distinguished  Public  Service  and 
Financial  Leadership.  It  seems  like 
only  yesterday  we  were  announcing 
the  creation  of  this  award  as  we 
opened  the  Museum  in  our  new  space. 
These  years  have  gone  hv  quickly,  a 
reminder  of  the  need  we  all  have  to 
balance  our  experience  of  the  past 
with  our  aspirations  for  the  future. 

Our  permanent  exhibits  have 
earned  great  praise,  and  the  tempo- 
rary exhibits  — from  "Women  of  Wall 
Street”  to  “Scandal!”  — have  also 
been  very  popular.  Our  “Tracking 
the  Credit  Crisis”  display  has  enabled 
us  to  blend  financial  history  with  cur- 


rent events,  and  the  poster  set  of  that 
exhibit  has  outsold  every  other  item 
in  the  Museum  Shop.  We  are  all  feel- 
ing we  have  done  well  accomplishing 
our  mission,  and  also  see  a number  of 
exciting  opportunities  on  the  horizon. 

Anniversaries  offer  us  a chance  to 
look  back  as  well  as  forward,  roads 
traveled  and  not  yet  ventured  upon. 
We  are  very  busy  working  on  new 
initiatives  to  bring  finance  closer  to 
multi-generational  audiences  in  2011, 
including  our  recent  partnership  with 
Junior  Achievement,  as  well  as 
expanded  programming  in  our  Kauf- 
man, Young  Professionals  and  Lunch 
and  Learn  series.  Come  to  visit,  bring 
your  children,  bring  their  children, 
and  join  us  as  we  look  forward  to 
enhancing  our  collective  understand- 
ing of  finance  and  financial  history. 
We  welcome  you.  Ed 


Corporate  and  Foundation  Support 


The  Museum  is  most  grateful  for  the 
support  of  the  following  corporations 
and  foundations  who  have  generously 
provided  funding  for  the  Museum  in 
the  past  year. 

• A&E  Television  Networks 

• American  Express 

• BlackRock,  I c. 

• Bloomberg 

• Broadridge  Financial  Solutions,  Inc. 

• Carter,  Ledyard  iK  Milburn,  1 LP 

• The  Charles  Schwab  Corporation 

• CME  Group 

• Consolidated  Edison  Co. 
of  New  York 

• The  Curtain  Foundation 

• Donaldson  Enterprises 

• Fagenson  &:  Co. 

• FLAG  Capital  Management 

• Goldman  Sachs  &:  Co. 


• The  Guardian  Life  Insurance 
Company  of  America 

• Henry  N:  Elaine  Kaufman 
Foundation 

• Herzog  N:  Co.,  Inc. 

• IGS  Energy 

• I NIC.  Americas 

• Institute  for  Private  Investors 

• KCG  C apital  Advisors 

• Makovskv  + Company  Inc. 

• I he  McGraw-Hill  Companies 

• Morgan  Stanley 

• National  Madison  Group 

• NEMCO  Brokerage,  Inc. 

• I he  Northern  Trust  Company 

• NYSE  Euronext 

• NYSE  Euronext  Foundation 

• Peter  G.  Peterson  Foundation 

• Peter  Jay  Sharp  Foundation 

• R.W.  Pressprich 

• Saber  Partners,  LLC 


• Saybrook  Capital 

• Security  Traders  Association 

• Securities  Industry  and 
Financial  Markets  Assn. 

• Shenkman  Capital  Management 

• Standard  iK  Poor’s 

• Muriel  Siebert  N:  Co.,  Inc. 

• UBS 

• Wells  Fargo  & Company 

• Winans  International 

• Wreyford  Family  Foundation 


For  information  about 
participating  in  the  Museum's 
corporate  membership  program 
please  contact  Jeanne  Baker 
Driscoll , Director  of 
Development,  at  212  908-4694 
or  jdriscoll@moaf.org. 
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Now  Showing: 

18-Karat  Gold  Jeweled  Monopoly  Set 


By  Kristin  Aguilera,  Deputy  Director 

On  October  15,  the  Museum 
unveiled  the  display  of  an  18-karat 
solid  gold  Monopoly  set  covered  with 
hundreds  of  precious  gemstones,  on 
loan  from  the  Smithsonian  Institution 
National  Museum  of  Natural  History. 
The  Smithsonian  received  the  game  as 
one  of  20  jeweled  art  objects  from  the 
personal  collection  of  world-renowned 
artist  and  jeweler  Sidney  Mobell.  A 
long-time  resident  of  San  Francisco, 
Mobell  is  known  for  his  fanciful  and 
innovative  employment  of  everyday 
household  items  as  works  of  art. 

Mobell  and  Museum  President 
David  Cowen  spoke  at  the  unveiling 
ceremony  and  press  conference,  and 
the  Museum  received  its  best  press 
coverage  to  date  with  more  than  80 
television  appearances  and  150  arti- 
cles running  worldwide. 

“We  are  thrilled  to  have  this  one- 
of-a-kind  item  here,”  said  Cowen. 
“The  game  is  symbolic  to  America 
and  was  popularized  during  the  dif- 
ficult economic  times  of  the  depres- 
sion. We  again  face  difficult  economic 
times,  and  this  incredibly  valuable 
item  will  bring  joy  to  our  many  visi- 
tors. We  thank  the  Smithsonian  for 
the  object  loan  and  Sidney  Mobell  for 
his  inspiration.” 

The  unveiling  ceremony  was  fol- 
lowed by  Monopoly  tournaments  for 
children  and  adults.  More  than  60 
middle  school  students  participated 
in  the  first  tournament,  with  prizes 
awarded  to  winners  at  each  table. 
Appropriately,  Mobell  was  one  of  the 
winners  of  the  adult  tournament. 

The  gold  Monopoly  game  will  be 
on  display  at  the  Museum  through 
October  2012.  HD 


Clockwise  from  top  left:  Artist  and  jeweler 
Sidney  Mobell;  18-karat  gold  jeweled 
Monopoly  set;  Middle  school  students 
play  in  Monopoly  tournament  following 
the  Monopoly  display  unveiling  ceremony. 


Photos:  Alan  Barnett 
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New  Downtown  Culture  Pass 

Lures  Visitors  with  Three  Days  of  Unlimited 

Access  to  Museums  in  Lower  Manhattan 


In  an  effort  to  highlight  the  mul- 
tiple cultural  attractions  located 
within  convenient  walking  distance  of 
each  other,  the  Museum  of  American 
Finance  has  partnered  with  several 
other  downtown  museums  to  create 
the  Downtown  Culture  Pass  — a ticket, 
good  for  three  days,  that  provides 
admission,  shop  discounts  or  other 
benefits  at  eight  downtown  museums 
plus  a tour  company,  all  located  south 
of  Chambers  Street. 

Elizabeth  H.  Berger,  president  of 
the  Downtown  Alliance,  said  the 
Downtown  Culture  Pass  makes  it  easy 
to  explore  Lower  Manhattan’s  impres- 
sive array  of  cultural  institutions. 

“Lower  Manhattan  is  rich  in  his- 
tory, culture  and  the  arts.  We’re 
delighted  that  our  world-class  muse- 
ums and  other  attractions  can  show- 
case all  that  our  district  has  to  offer,” 
Berger  said. 

For  the  single  price  of  $25  for 
adults  (18+),  $15  for  youths  (Id- 
17)  and  $5  for  children  (6-12),  the 
Downtown  Culture  Pass  will  grant 
each  ticket  holder  unlimited  admis- 
sion and/or  other  discounted  benefits 
for  three  full  days  to  any  and  all  par- 
ticipating museums,  plus  discounted 
tours  conducted  by  VC'all  Street  Walks. 
I he  pass  may  be  purchased  online  at 
wivw.downtowmulturepass.org , or  in 
person  at  the  Museum  of  American 
Finance,  the  Museum  of  Jewish  Heri- 
tage or  the  9/1  1 Memorial  Preview 
Site.  The  Downtown  Culture  Pass 
program  will  run  from  November 
4,  2010  through  February  28,  2011 


and  may  subsequently  be  extended  or 
expanded. 

Participating  organizations  include 
Fraunces  Tavern  Museum,  Museum 
of  American  Finance,  Museum  of  Jew- 
ish Heritage  — A Living  Memorial  to 


the  Holocaust,  National  Museum  of 
the  American  Indian,  911  Memorial 
Preview  Site,  The  Skyscraper  Museum, 
Tribute  WTC  Visitors  Center  and 
Wall  Street  Walks,  no 
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Museum  Partners  with  Augustana  College 
to  Create  Financial  History  Institute 


The  Museum  and  Augustana  Col- 
lege announced  on  December  14  the 
launch  of  the  Thomas  Willing  Institute 
for  the  Study  of  Financial  Markets, 
Institutions  and  Regulations,  an  initia- 
tive that  will  fund  and  support  student 
research  fellowships  and  educational 
outreach  programs.  The  Institute  will 
include  an  online  resource  and  will 
feature  public  and  Internet  speaking 
engagements  by  the  Institute’s  direc- 
tor, Dr.  Robert  E.  Wright,  the  Nef 
Family  Chair  of  Political  Economy  at 
Augustana  College  who  is  also  one  of 
the  Museum’s  guest  curators. 

“We’re  very  pleased  to  cement  our 
long-time  relationship  with  Bob  in 
this  manner,”  said  Museum  President 
David  J.  Cowen.  “He  has  helped  the 
Museum  in  several  capacities  in  the 
past,  and  the  Institute  will  allow  us 
to  work  even  more  closely  together 
in  our  efforts  to  spread  the  benefits 
of  financial  education  throughout  this 
great  country  of  ours.” 

The  Institute’s  website,  www.augie 
.edu/thomaswilling,  features  an  exten- 
sive glossary  of  business,  economic  and 
financial  history  terms  and  includes 
links  to  important  research  websites. 
In  addition,  research  fellowships  will 
be  offered  to  two  Augustana  students 
in  the  summer  of  2011. 

“Student  research  is  a very  impor- 
tant part  of  what  we  do  here,”  said 
Augustana  President  Rob  Oliver. 
“We’re  thrilled  that  the  Thomas  Will- 
ing Institute  will  allow  students  to 
conduct  research  in  the  crucial  but 
underappreciated  topic  of  financial 
history  and  to  share  their  findings 
with  the  world.” 

Funding  for  the  Institute  is  pro- 
vided by  Augustana  College,  the  Nef 


Family  endowment  and  the  Museum 
of  American  Finance. 

The  Institute  is  named  in  honor 
of  Thomas  Willing  (1731-1821),  a 
Philadelphia  merchant  and  politician 
who  became  America’s  first  commer- 
cial banker,  its  first  central  banker  and 


an  important  supporter  of  the  nascent 
marine  and  life  insurance  industries 
(see  article,  page  20). 

“It  is  appropriate  at  long  last  to 
honor  and  bring  alive  the  legacy  of 
Thomas  Willing,”  said  Cowen.  (3D 


Enterprise  & Industry 
Historic  Research 


Rigorous  research  and  resonant  writing  for  company 
histories,  web  sites,  and  custom  publishing 

Customized  media  training  courses 

Projects  of  any  size  undertaken  worldwide 
on  a fixed-fee,  hourly,  or  per-word  basis. 

Work  independently,  or  in  conjunction  with 
in-house  or  outside  communications  teams. 

Free  Initial  Consultation 

www.enterpriseandindustry.com 

office:  212-866-1141  • mobile:  646-256-4486 
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Museum  Acquires  Fraser 
Collection  of  Books  and  Prints 


By  Leena  Akhtar, 

Director  of  Exhibits  and  Archives 


The  Museum  is  pleased  to 
announce  that  it  is  home  to  the 
James  L.  Fraser-CFA  Institute  Collec- 
tion, which  consists  of  several  hundred 
historic  prints,  engravings,  drawings, 
newspapers  and  magazines,  as  well  as 
hundreds  of  books.  In  addition  to  a 
number  of  rare  engravings  and  prints, 
one  of  the  highlights  of  the  collection 
is  a lot  of  over  200  Buck  magazines. 

Puck  was  published  in  St.  Louis  and 
ran  from  1871  to  1918.  Each  cover 
and  center  spread  featured  a full-color 
cartoon,  which  satirized  and  carica- 
tured political  and  social  issues  of 
the  day.  Robber  barons  of  the  Gilded 
Age  featured  prominently  in  many  of 
these,  and  the  cartoons  offer  us  insight 
into  how  the  public  viewed  some  of 
the  biggest  names  in  finance  in  the  late 
1 9th  century. 

The  print  shown  here  depicts  Jay 
Gould,  and  is  a commentary  on  how 
he  used  his  private  press,  trickery, 
false  reports  and  general  unscrupu- 
lousness to  manipulate  the  markets 
and  knock  down  small  operators, 
speculators,  inexperienced  investors, 
curbstone  brokers,  bankers  and  stock 
dabblers  on  Wall  Street,  na 
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One  of  more  than  200  Puck  magazines  in  the 
Museum’s  James  L.  Fraser — CFA  Institute  Collection. 
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Treasures  of  the  Collection: 
American  Bank  Note  Order  Books 


By  Mark  D.  Tomasko, 

Honorary  Curator  of  Engraving 

One  of  the  great  treasures  of  the 
Museum’s  collection  is  the  group  of 
19th-century  order  books  and  related 
financial  ledgers  of  the  American  Bank 
Note  Company  and  its  predecessor 
and  acquired  companies.  Spanning 
a period  from  the  late  1820s  to  the 
first  decade  of  the  20th  century,  this 
collection  of  over  200  volumes  was 
donated  by  Museum  Trustee  Ste- 
phen Cooper.  The  books  range  in 
size  from  quartos  to  large  folios,  from 
fully  leather  bound  (frequently  quite 
worn)  to  buckram  bindings.  It  offers  a 
remarkable  window  into  the  business 
of  security  engraving  and  printing  for 
a significant  part  of  the  19th  century. 

The  American  Bank  Note  Company 
was  formed  in  1858  by  the  merger  of 
the  seven  major  bank  note  engraving 
partnerships  at  that  time:  Rawdon, 
Wright,  Hatch  & Edson;  Toppan, 
Carpenter  & Co.;  Danforth,  Perkins 
&C  Co.;  Jocelyn,  Draper,  Welsh  &C  Co.; 
Bald,  Cousland  8c  Co.;  Wellstood,  Hay 
& Whiting;  and  John  Gavit.  There  are 
order  books  and  other  types  of  busi- 
ness ledgers  in  the  collection  for  most 
of  these  firms  and  some  of  their  pre- 
decessors, with  the  exception  of  John 
Gavit.  The  Rawdon,  Wright,  Hatch 
&C  Edson  books,  which  date  from  the 
late  1820s  (the  Rawdon,  Clark  firm  in 
Albany),  up  to  the  time  of  the  merger, 
comprise  the  most  extensive  run  of 
ledgers  of  the  predecessor  firms. 

A particular  highlight  of  the  col- 
lection may  be  found  in  a Rawdon, 
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Page  of  the  Rawdon,  Wright,  Hatch  & Edson  order  book  of  1847-1851  containing  the  order 
for  the  first  US  Post  Office  stamps,  June  3,  1847,  comprising  200,000  ten  cent  stamps  for 
$40  and  600,000  five  cent  stamps  for  $120,  a total  of  $160. 
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Museum  of  American  Finance 


Wright,  Hatch  & Edson  ledger  tor 
1847,  namely,  the  order  for  rhe  first 
postage  stamps  produced  for  the 
United  States  Post  Office  Depart- 
ment. On  June  3,  1847  the  order  was 
entered  for  200,000  10-cent  stamps 
and  600,000  five-cent  stamps  at  a 
total  price  of  S 160. 

Prior  to  1861,  paper  currency  used 
in  the  US  was  issued  only  by  stare-char- 
tered banks,  and  most  banks  issued 
bank  notes.  This  created  the  demand 
for  well-engraved  bank  notes  and  gave 
rise  to  a thriving  group  of  bank  note 
firms,  making  the  US  the  world  leader 
in  bank  note  engraving.  The  Panic 
of  1857  caused  a major  downturn  in 
the  economy,  and  rhe  following  year 
resulted  in  the  merger  of  the  leading 
bank  note  firms,  forming  rhe  American 
Bank  Note  Company.  The  ledgers  of 
American’s  predecessor  firms  contain 
primarily  bank  note  orders,  but  there 
are  also  orders  for  checks,  commercial 
documents,  a few  stock  certificates  and 
bonds,  and  in  one  or  two  of  the  early 
ledgers,  even  general  engraving  orders 
for  maps,  stationery  and  other  com- 
mercial work.  Some  of  the  predecessor 
firms  are  represented  in  the  collection 
with  many  volumes,  and  some  with 
only  a few.  The  Toppan  Carpenter 
volumes,  for  example,  are  reasonably 
extensive,  but  appear  to  be  onl\  from 
the  New  York  office. 

From  1861  to  1865  the  Civil  War 
caused  a complete  change  in  IIS  paper 
money  and  the  banking  system,  to 
notes  issued  by  the  US  Treasury  and 
bank  notes  issued  by  US-chartered 
banks.  It  was  therefore  a time  of 


enormous  change  for  the  bank  note 
industry.  Two  new  firms,  the  National 
Bank  Note  Company  (founded  1859) 
and  the  Continental  Bank  Note  Com- 
pany (founded  1863),  competed  with 
American  Bank  Note  for  the  US  orders. 
Ledgers  of  National  and  Continental 
(except  for  the  first  one  for  each  firm) 
are  in  rhe  collection.  These  three  firms 
shared  the  federal  currency  business. 

The  Bureau  of  Engraving  and  Print- 
ing (BEP)  was  formed  in  1862,  and  by 
1 877  had  taken  over  rhe  printing  of  all 
US  currency  and  securities  (US  stamp 
work  was  not  given  to  the  Bureau 
until  the  early  1890s).  The  loss  of  the 
US  currency  work  caused  the  merger 
of  National  Bank  Note  and  Conti- 
nental Bank  Note  into  the  Ameri- 
can Bank  Note  Company.  The  order 
books  reflect  in  detail  these  changes 
that  were  occurring  in  the  US  financial 
system  and  bank  note  industry. 

In  the  1 860s  (some  books  are  missing 
in  this  era)  ledger  entries  record  many 
currency  orders,  along  with  checks, 
securities  and  an  increasing  amount  of 
foreign  work,  particularly  bank  notes 
and  stamps.  After  the  loss  of  the  US 
currency  work,  the  ledgers  increasingly 
contain  orders  for  checks  and  drafts  on 
US  banks  and  foreign  bank  note  orders, 
along  with  a greatly  increased  number 
of  stock  and  bond  orders  from  US 
companies,  the  last  due  to  a New  York 
Stock  Exchange  regulation  instituted  in 
18  4 that  required  fully-engraved  secu- 
rities for  NYSE-listed  firms. 

Also  in  the  collection  is  a second  set 
of  American  Bank  Note  ledgers  enti- 
tled Printing  Orders,  which,  unlike  the 


main  order  books,  has  more  informa- 
tion on  printing  details,  but  no  prices. 
These  books  run  from  the  late  1 860s  to 
about  1909.  From  the  1880s  to  1905, 
American  Bank  Note  acquired  com- 
panies such  as  Franklin  Bank  Note, 
Homer  Lee  Bank  Note,  Western  Bank 
Note  and  International  Bank  Note, 
but  few  order  books  on  these  com- 
panies are  present  with  the  exception 
of  two  volumes  on  Homer  Lee  and  a 
set  of  order  books  on  International. 
None  of  the  ledgers  in  the  collection, 
whether  Printing  Orders  or  the  general 
order  books,  contain  information  on 
which  engravers  and  designers  worked 
on  which  documents. 

This  collection  of  ledgers  is  a 
remarkable  treasure  trove  of  informa- 
tion that  can  be  of  use  to  business 
historians,  bank  note  researchers, 
philatelic  researchers,  printing  history 
scholars  and  others  interested  in 
researching  printing.  New  York  and 
Philadelphia  business  history,  bank 
notes,  securities,  stamps,  checks,  finan- 
cial documents  and  documents  of 
value  m America  and  around  the 
world  in  the  19th  century.  Few  librar- 
ies or  archives  hold  a comparably  long 
run  of  business  ledgers  for  a given 
company,  particularly  one  that  was 
the  world-wide  leader  in  its  field  for 
over  100  years.  A listing  of  the  ledgers 
is  nearly  done  and  sometime  in  the 
coming  year  will  be  posted  on  the 
Museum’s  website.  Then  interested 
researchers  will  be  able  to  visit  the  col- 
lection. Inquiries  about  the  books  may 
be  directed  to  Mark  Tomasko  at 
mntomasko@att.net.  mi 
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Log  book  of  an  American  whaling  ship,  dated 
August  1858,  describing  whale  hunt  and  death  of  hunters. 


By  Brian  Grinder  and  Dan  Cooper 

Like  Captain  Peleg,  Captain  Bildad 
was  a well-to-do,  retired  whaleman. 
But  unlike  Captain  Peleg — who  cared 
not  a rush  for  what  are  called  seri- 
ous things,  and  indeed  deemed  those 
self-same  serious  things  the  veriest  of 
all  trifles — Captain  Bildad  had  not 
only  been  originally  educated  accord- 
ing to  the  strictest  sect  of  Nantucket 
Quakerism,  but  all  his  subsequent 
ocean  life,  and  the  sight  of  many 
unclad,  lovely  island  creatures,  round 
the  Horn — all  that  had  not  moved 
this  native  born  Quaker  one  single  jot, 
had  not  so  much  as  altered  one  angle 
of  his  vest.  Still,  for  all  this  immutable- 
ness, was  there  some  lack  of  common 
consistency  about  worthy  Captain 
Peleg.  Though  refusing,  from  consci- 
entious scruples,  to  bear  arms  against 
land  invaders,  yet  himself  had  inimi- 
tably invaded  the  Atlantic  and  Pacific; 
and  though  a sworn  foe  to  human 
bloodshed,  yet  had  he  in  his  straight 
bodied  coat,  spilled  tuns  upon  tuns 
[sic]  of  leviathan  gore.  How  now  in  the 
contemplative  evening  of  his  days,  the 
pious  Bildad  reconciled  these  things  in 
the  reminiscence,  I do  not  know;  but 
it  did  not  seem  to  concern  him  much, 
and  very  probably  he  had  long  since 
come  to  the  sage  and  sensible  conclu- 
sion that  a man’s  religion  is  one  thing, 
and  this  practical  world  quite  another. 
This  world  pays  dividends. 

— Herman  Melville  in  Moby  Dick 

There  is  an  intriguing  passage 
in  Nathaniel  Philbrick’s  book  In  the 
Heart  of  the  Sea  concerning  the  invest- 
ment habits  of  the  community  that 
dominated  whaling  from  pre-Revolu- 


tionary  times  until  well  into  the  1820s. 
Philbrick  writes,  “On  Nantucket  in 
the  early  19th  century,  people  didn’t 
invest  in  bonds  or  the  stock  market, 
but  rather  in  whaleships.  By  purchas- 
ing shares  in  several  ships  rather  than 
putting  their  money  in  a single  vessel, 
islanders  spread  both  the  risk  and  the 
reward  throughout  the  community. 
Agents ...  could  expect  a total  return 
on  their  whaling  investments  of  some- 
where between  28  and  44  percent  per 
year.” 

Returns  like  that  would  be  enough 
to  keep  almost  anyone  from  invest- 
ing in  Wall  Street,  but  the  inhabitants 
of  Nantucket  had  many  reasons  for 
avoiding  high  finance.  As  adherents 
to  the  Quaker  religion,  they  were  con- 
stantly on  their  guard  against  “abuses 
and  vice  connected  with  money  or 


material  possessions.”  (See  Eiler  p.  12). 
Perhaps  more  importantly,  whaling 
was  unable  to  take  advantage  of  the 
corporate  form  of  business  organiza- 
tion that  made  it  possible  to  attract 
small  investors  who  knew  very  little 
about  the  whaling  industry. 

Whaling  was  an  important  industry 
in  the  18th  and  19th  centuries.  By 
1850,  according  to  historian  David 
Moment,  whaling  accounted  for  only 
one  percent  of  national  production, 
but  whaling’s  products  were  impor- 
tant to  both  producers  and  consumers. 
They  were  used  to  lubricate  machin- 
ery, light  lighthouses  and  fertilize  and 
protect  fruit  trees  from  insects.  In 
1736,  London,  England  was  trans- 
formed from  one  the  darkest  cities 
in  the  world  to  a well-lit  metropolis 
with  the  introduction  of  street  lamps 
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that  burned  whale  oil.  Whale  bone 
was  used  for  everything  from  Vene- 
tian blinds  to  corset  stays.  Consum- 
ers enjoyed  spermaceti  candles,  which 
burned  brighter  than  candles  made 
from  tallow,  as  well  as  soap,  sewing 
machine  oil  and  clock  oil. 

Whaling  and 
The  Society  of  Friends 
There  has  always  been  an  uneasy  ten- 
sion between  business  and  religion. 
On  the  island  of  Nantucket  in  the 
early  1 8th  century,  a strange  fusion 
of  business  and  religion  occurred  that 
had  an  enormous  influence  on  the 
whaling  industry  and  that  continues  to 
shape  the  American  image  of  whaling 
to  this  day.  Quakerism  (The  Society 
of  Friends)  began  to  make  inroads  in 
Nantucket  in  the  early  1700s  with  the 
conversion  of  influential  islander  Mary 
Coffin  Starbuck;  soon  it  would  become 
the  island's  primary  religion.  Shortly 
after  Mary’s  conversion,  the  residents 
of  Nantucket  began  an  adventure  in 
offshore  whaling  that  would  lead  to 
more  than  a century  of  American  dom- 
inance in  the  whaling  industry.  The 
Quaker  religion,  as  historian  Kdward 
Byers  attests,  provided  the  “necessary 
social  cement”  required  to  hold  the 
islanders  together  as  they  embarked  on 
their  whaling  venture. 

Nantucket  whalers  led  the  industry 
until  the  1820s  when  they  lost  top  bill- 
ing to  New  Bedford,  Massachusetts. 
Although  the  Nantucket  economy 
was  devastated  by  the  Revolutionary 
War,  whaling  rebounded  after  the 
war  ended,  but  the  War  of  1812  crip- 
pled the  industry  again.  Nantucket 
began  to  recover,  but  as  whaling  ships 
increased  in  size,  it  became  very  dif- 
ficult for  them  to  access  Nantucket’s 
shallow  harbor;  New  Bedford,  on  the 
other  hand,  possessed  a deep  harbor, 
ready  access  to  timber  for  shipbuilding 
and  superior  access  to  the  resources  of 
the  US  mainland. 


Whaling  in  New  Bedford  began  in 
earnest  with  the  arrival  of  the  Rotch 
family.  Joseph  Rotch  left  Nantucket 
and  began  a candle  making  business  in 
New  Bedford  in  1767.  Historian  Eric 
Dolin  describes  Rotch  as  "the  patriarch 
of  America’s  most  famous  whaling 
family.  ‘The  Rotches  were  to  whaling,’ 
historian  Joseph  Lawrence  McDevitt 
observed,  ‘what  Andrew  Carnegie  and 
John  D.  Rockefeller  were  to  steel  and 
oil.’”  Rotch  was  not  a native  of  Nan- 
tucket, but  his  marriage  to  Love  Cof- 
fin Macy,  a descendant  of  prominent 
Nantucket  founders,  and  his  conver- 
sion to  the  Quaker  faith  gained  him 
acceptance  and  prominence  on  the 
island.  Although  the  center  of  US 
whaling  changed  locations,  Quakerism 
continued  to  influence  the  industry. 

According  to  Dolin,  Quakers  “had 
a strong  work  ethic  and  a business 
sense  that  proved  most  efficacious  in 
this  emerging  industry.  Their  frugal- 
ity, too,  added  to  their  business  suc- 


cess by  enabling  them  to  weather  the 
bad  years...”  J.  Hector  St.  John  de 
Crevecoeur,  a traveler  to  Nantucket 
in  the  late  1700s,  noted  that  “They 
[Nantucket  residents]  abhor  the  very 
idea  of  expending  in  useless  waste  and 
vain  luxuries,  the  fruits  of  prosperous 
labour;  they  are  employed  in  establish- 
ing their  sons  and  in  many  other  use- 
ful purposes:  strangers  to  the  honours 
of  monarchy  they  do  not  aspire  to  the 
possession  of  affluent  fortunes,  with 
which  to  purchase  sounding  titles,  and 
frivolous  names!”  He  also  observed 
that  "...  it  very  often  happens  that  the 
greatest  part  of  their  property  is  float- 
ing on  the  sea.” 

During  the  mid-18rh  century,  there 
was  a renewed  emphasis  in  the  Quaker 
community  on  shunning  worldly 
things.  Quakers  weren’t  forbidden  from 
amassing  great  wealth,  but  they  weren’t 
supposed  to  show  it  off  or  appear 
greedy.  John  Churchman,  a Pennsyl- 
vania Quaker,  once  blasted  a couple  of 


A whaler  aims  a harpoon  gun  from  the  how  of  a ship. 
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Dating  from  the  1800s,  the  town  of  New  Bedford,  Massachusetts  has  rows  of  densely 
packed  houses  that  were  erected  for  mill  workers  when  the  textile  industry  replaced 
whaling.  A breakwater  with  swinging  gates  protects  the  town  from  high  tides. 


wealthy  Quakers  for  their  extravagance 
and  warned  them  that  “those  who 
were  delighted  in  the  pursuit  of  worldly 
treasures,  and  lived  in  the  pleasures  and 
pollutions  of  the  world... were  of  the 
church  of  antichrist.”  (See  Marietta,  p. 
232).  Thus  any  association  with  Wall 
Street  types  would  not  sit  well  with  the 
community  and  could  possibly  lead  to 
severe  disciplinary  action. 

Whaling  Corporations 

Several  whaling  corporations,  such 
as  the  Poughkeepsie  Whaling  Com- 
pany and  the  Wilmington  Whaling 
Company,  were  started  in  the  1830s. 
According  to  economic  historian  Eric 
Hilt,  “None  of  the  whaling  corpo- 
rations survived  beyond  the  1840s, 
and  few  experienced  much  financial 
success,  at  a time  when  the  American 
whaling  industry  as  a whole  continued 
to  expand.”  The  problem  with  the  cor- 


porate form  of  government,  according 
to  Hilt,  was  that  it  couldn’t  monitor 
whaling  agents  as  effectively  as  a part- 
nership where  the  agent  maintained  a 
40  percent  interest  in  the  venture  on 
average  and  sold  ownership  stakes  to 
about  10  other  investors  who  were 
either  personally  known  to  the  agent, 
lived  in  the  city  where  the  whaling  ves- 
sel was  based  or  were  relatives  of  the 
agent.  With  the  more  diverse  owner- 
ship that  was  distinctive  of  the  corpo- 
ration, there  were  fewer  incentives  to 
monitor  the  agent  who  was  in  charge 
of  hiring  the  crew,  supplying  the  vessel 
and  planning  the  voyage. 

Furthermore,  Hilt  finds  that  agents 
in  whaling  corporations  only  took 
about  a one  percent  stake  in  each 
whaling  voyage  they  managed,  giv- 
ing them  fewer  incentives  to  maxi- 
mize performance.  Hilt  found  that 
corporate  whaling  voyages  were  less 


productive  than  the  traditional  part- 
nership voyage  because  the  whaling 
agent’s  compensation  was  not  tied  to 
performance,  because  the  inexperi- 
enced founders  of  whaling  corpora- 
tions were  usually  from  ports  that 
were  not  actively  engaged  in  whal- 
ing and  because  corporation  agents 
tended  to  hire  less  experienced  cap- 
tains. Hilt  notes  that  whaling  corpo- 
rations usually  didn’t  survive  long 
enough  to  launch  “more  than  a few 
voyages,”  and  investors  in  these  cor- 
porations realized  significant  losses. 
For  instance,  according  to  Moment, 
investors  in  the  Wilmington  Whaling 
Company  lost  slightly  less  than  20 
percent  “of  their  invested  capital.” 
The  short  lives  of  the  whaling  compa- 
nies precluded  them  from  attracting 
capital  from  Wall  Street  sources. 

In  spite  of  the  failure  of  the  whaling 
corporations  and  the  Quakers’  aversion 
to  filthy  lucre,  Wall  Street  benefited 
from  whaling  profits  as  whaling  capital 
was  invested  in  other  industries  includ- 
ing shipping,  textiles  and  railroads. 
Moment  points  out  that  the  Howland 
family  of  New  Bedford  was  involved  in 
“whaling,  oil  factories,  banks,  cotton 
textiles  [and]  petroleum  refining,”  and 
Dolin  reminds  us  that  “Hetty  Green, 
who  would  become  the  richest  woman 
in  America  at  the  beginning  of  the  20th 
century  (and  be  labeled  the  “Witch  of 
Wall  Street”  by  her  detractors),  got  her 
start  as  the  main  heir  to  the  great  New 
Bedford  whaling  fortune  created  by  the 
Howland  family.” 

The  whaling  industry  in  America 
sputtered  to  an  end  in  the  late  19th 
century  for  a number  of  reasons. 
Many  whaling  vessels  were  lost  during 
the  Civil  War  as  some  were  sunk  in 
Charleston  harbor  in  an  unsuccessful 
attempt  by  the  North  to  stymie  the 
South’s  access  to  supplies  from  the  out- 
side world.  Confederate  warships  also 

continued  on  page  35 
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Bruce  Wasserstein,  the  financier  and 
corporate  takeover  adviser,  and  his 
sister  Wendy  Wasserstein,  the  Pulitzer 
Prize-winning  playwright  and  author, 
were  among  the  most  accomplished 
and  famous  New  Yorkers  of  the  late 
20th  and  early  2 1st  centuries.  Both 
died  suddenly  and  somewhat  prema- 
turely— Bruce  in  October  2009  at  the 
age  of  6 1 of  a reported  aneurism  and 
Wendy  at  the  age  of  55  in  January 
2006  reportedly  of  lymphoma,  but 
not  before  they  had  reached  the  pinna- 
cle of  their  chosen  professions — Bruce 
in  finance  and  Wendy  in  the  theater. 
Their  success  was  achieved  through 
a combination  of  shrewd  insight  and 
highly  effective  self-promotion,  and 
the  good  fortune  to  live  through  a 
period  of  economic  and  social  revival 
in  New  York  City,  in  which  they  were 
active  participants. 

It  is  quite  unusual  that  two  siblings 
should  obtain  preeminence  in  such 
disparate  Helds.  Lake  most  successful 
prominent  Hgures,  Bruce  and  Wendy 
Wasserstein  were  a product  of  the 
times  and  place  in  which  they  grew  up 
and  lived  — in  their  case  New  York 
City  from  1950  to  2009.  Their  lives 
and  professional  successes,  as  well 
as  their  personal  tribulations,  are  in 
certain  respects  emblematic  of  life  in 
New  York  in  this  period,  and  also 
of  rhe  influences  and  attitudes  forged 
from  their  immigrant  Jewish  parents 
in  the  preceding  period. 

Bruce  and  Wendy  Wasserstein  were 
born  in  Brooklyn  in  1948  and  1950  to 
Morris  and  Lola  Wasserstein.  The  fam- 
ily also  included  two  older  sisters:  San- 
dra and  Georgette.  Sandra,  who  died 
at  the  age  of  60  in  1997,  was  a highly- 
successful  marketing  executive.  She 
was  rhe  Hrst  female  product  manager 
for  General  Foods,  the  first  female  head 
of  marketing  for  American  Express  and 
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Bruce  Wasserstcin,  Chairman  and  CEO  of  hazard  Freres,  in  2008. 


the  first  female  head  of  corporate  com- 
munications for  Citibank. 

Morris  Wasserstein  had  come  to 
the  United  States  from  Poland  in  1927. 
Undoubtedly  aware  that  had  he  stayed 
in  Poland  he  might  have  been  killed 
during  the  Holocaust  15  years  later, 
he  would  pass  down  to  his  children 
a deep  appreciation  of  and  gratitude 
for  the  opportunity  to  live  in  America. 
He  would  also  have  a fierce  desire  for 
his  children  to  assimilate  into  America 
and  New  York  and  would  instill  in 
them  a strong  ambition  to  succeed 
at  the  highest  levels  of  American  and 
New  York  society. 

In  the  early  1960s  the  Wassersteins 
moved  their  family  from  a large  house 
on  Avenue  M and  23rd  Street  in  Brook- 
lyn to  a rental  apartment  on  Manhat- 
tan’s East  Side  at  150  East  77th  Street. 
While  the  new  location  was  closer  to 
Morris’s  office  in  the  ribbon  business 
and  probably  to  better  dance  classes 
for  Lola,  it  is  hard  to  believe  that  the 
move  across  the  East  River  was  not 
part  of  Morris’  grand  plan  to  provide 
an  opportunity  for  his  younger  chil- 
dren, Bruce  and  Wendy,  to  more  eas- 
ily assimilate  into  the  upper  reaches  of 
New  York  society.  Whereas  Bruce  and 
Wendy  had  attended  Yeshiva  of  Flat- 
bush  in  elementary  school  in  Brook- 
lyn, Morris  and  Lola  sent  Bruce  to 
the  McBurney  School,  a now  defunct 
but  well-regarded  elite  private  school 
founded  by  the  YMCA  of  New  York. 
Wendy  attended  the  Calhoun  School, 
a well-known  progressive  nondenomi- 
national  school  on  Manhattan’s  West 
Side.  Having  moved  across  the  East 
River  to  Manhattan’s  Upper  East  Side, 
where  they  lived  the  rest  of  their  lives 
(except  for  brief  sojourns  in  college 
and  graduate  schools),  in  a sense 
Bruce  and  Wendy  never  looked  back. 

The  late  1960s  and  early  1970s, 
when  Bruce  and  Wendy’s  family 
lived  on  the  Upper  East  Side  and  they 
attended  college  and  graduate  school, 
was  a period  of  considerable  social 
and  economic  upheaval.  Bruce,  like  his 
older  sister  Sandy,  attended  the  Univer- 


sity of  Michigan  as  an  undergraduate 
and  then  went  on  to  a joint  law  and 
business  degree  at  Harvard  where  he 
worked  one  summer  as  one  of  “Nad- 
er’s raiders.”  With  his  friend  Mark 
Green  (who  was  later  New  York  City 
Public  Advocate  and  almost  Mayor 
in  2001)  he  wrote  a book  called  With 
Justice  For  Some , attacking  inequities 
in  the  legal  system,  and  collaborated 
on  a book  called  The  Closed  Enter- 
prise System , an  attack  on  the  failure 
to  enforce  the  anti-trust  laws. 

Rather  than  following  her  siblings 
to  the  University  of  Michigan,  Wendy 


attended  Mount  Holyoke  College  and 
graduated  in  1971. 

This  was  not  the  best  time  to  be 
graduating  from  college  for  a young 
New  Yorker.  Although  Bruce,  as  a 
recent  graduate  from  Harvard  Law 
and  Business  School  with  a prestigious 
post  graduate  Knox  fellowship,  could 
look  forward  to  a secure  position  at 
an  elite  Manhattan  law  firm,  Wendy’s 
situation  upon  graduation  was  more 
problematic.  The  two  years  following 
her  graduation  would  prove  difficult, 
but  were  in  certain  respects  critical 
to  her  future.  Unable  to  find  a paying 
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Pulitzer  Prize-winning  playwright  U endy  W usserstem 
.it  the  \\  Pitney  Museum  of  Americjn  Art  y.il.i,  2000. 


job,  she  enrolled  in  a creative  writing 
program  at  City  University  taught  by 
the  novelist  Joseph  Heller.  After  read- 
ing some  of  her  work,  Heller  told  her 
that  she  had  the  potential  to  be  a great 
writer  and  encouraged  her  to  pursue 
a writing  career.  Armed  with  an  "A" 
average  from  City  College  and  Joseph 
Heller's  enthusiastic  recommendation, 
she  was  then  accepted  at  the  Yale 
Drama  School,  where  she  began  in  the 
fall  of  1973. 

Meanwhile  Bruce,  returning  from 
a Knox  fellowship  to  England  where 
he  wrote  a dissertation  on  government 


merger  policy,  was  hired  as  an  asso- 
ciate by  Cravath  Swaine  N Moore, 
one  of  New  York’s  most  prestigious 
corporate  law  firms  and  the  one  that 
probably  represented  more  Fortune 
100  corporations  than  any  other.  Both 
Bruce  and  his  father,  Morris,  viewed 
this  position  as  a step  up  both  socially 
and  potentially  economically.  When 
Morris  was  Bruce’s  age,  a firm  like 
Cravath  would  likely  not  have  hired 
a Jewish  boy  like  Bruce,  who  would 
have  been  consigned  to  the  family 
textile  business  or  strictly  Jewish  law 
firms.  However,  by  the  1970s,  under 


the  influence  of  the  civil  rights  move- 
ment and  Title  VII  merit  hiring  regard- 
less of  ethnic  background  was  more 
in  vogue.  As  a result,  Bruce  was  able 
to  obtain  an  entry  level  position  with 
arguably  the  top  gentile  law  firm  in  the 
city.  But  that  was  only  the  beginning. 

At  the  time  Bruce  joined  Cravath, 
Wall  Street,  like  the  rest  of  New 
York's  economy,  was  in  the  doldrums. 
However,  with  low  stock  prices  and 
an  inflation-induced  appreciation  in 
the  value  of  corporate  assets,  the 
conditions  were  ripe  for  a wave  of 
corporate  acquisitions  and  mergers 
that  would  cause  a significant  revival 
of  Wall  Street  and  the  economy  of 
New  York  City.  Bruce  and  Wendy 
Wasserstein,  the  archetypal  New  \ ork 
children  from  the  Upper  East  Side, 
would  soon  be  major  beneficiaries  of 
this  revival  and  — in  their  respective 
fields  — leaders  of  it. 

As  Bruce  had  written  scholarly 
articles  on  mergers,  it  was  logical  that 
Cravath  partner  Sam  Butler  would 
assign  him  to  work  on  such  transac- 
tions. At  the  time  Cravath  was  repre- 
senting first  Boston  Corporation,  an 
investment  bank  that  had  just  hired 
Joseph  Perella  to  head  up  an  invest- 
ment advisory  service  to  do  mergers. 
At  the  time,  mergers  and  acquisitions 
(MNA)  under  the  then  changed  eco- 
nomic and  regulatory  environment, 
was  in  a sense  a new  field  in  which 
very  few  had  experience. 

Previously  most  acquisitions  were 
friendly,  involved  an  exchange  of  stock 
and  were  handled  by  a company’s 
existing  corporate  advisers.  However, 
the  relaxation  of  antitrust  and  other 
regulatory  restrictions,  along  with  the 
depressed  stock  prices  at  which  many 
corporations  were  selling,  made  an 
exchange  of  stock  of  the  acquiring  com- 
pany for  stock  of  the  acquired  company 
less  attractive.  But  the  low  stock  prices 
did  open  up  a significant  opportunity. 
An  entrepreneur  could,  through  bor- 
rowings or  otherwise,  acquire  the  stock 
of  a target  company  fairly  cheaply  for 
cash,  sell  unnecessary  appreciated  assets 
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to  repay  the  debt  and  then  restructure 
the  rest  of  the  corporation’s  business  to 
operate  more  efficiently. 

Frequently  this  was  done  through 
a “hostile”  tender  offer  in  which  the 
shareholders  of  the  target  would  be 
offered  a price  per  share  that  usually 
represented  a premium  over  the  trading 
price  to  permit  the  acquirer  to  obtain 
control.  The  acquirer  would  then  fre- 
quently fire  the  company’s  existing 
management  and  replace  it  with  man- 
agers experienced  in  corporate  restruc- 
turing who  were  loyal  to  the  new 
owners.  These  efforts  were  invariably 
resisted  by  the  existing  corporate  man- 
agement, who  frequently  heretofore 
had  felt  invulnerable  to  attack. 

There  was  soon  a significant  demand 
for  professionals  (lawyers,  investment 
bankers,  accountants,  public  relations 
experts,  etc.)  with  expertise  in  effectu- 
ating such  transactions.  Young  Bruce 
Wasserstein,  who  had  been  trained  in 
law  at  Harvard  Law  School  and  Cra- 
vath  Swaine  & Moore,  in  business  at 
Harvard  Business  School  and  by  Morris 
Wasserstein  at  home,  and  in  press  rela- 
tions on  the  Michigan  Daily,  had  the 
ideal  background  for  this  kind  of  work. 
Even  more  importantly,  it  soon  became 
clear  that  he  had  the  ideal  personality 
and  the  ideal  analytical  mind  for  such 
work.  Shrewdly  able  to  assess  corporate 
situations  and  formulate  strategy,  he 


also  had  the  brash  confidence  to  project 
plans  to  others  and  at  times  intimidate 
adversaries,  and  no  reluctance  to  work 
the  70-hour  weeks  that  were  required 
in  such  transactions. 

After  working  with  him  on  sev- 
eral transactions,  Perella  hired  him 
to  work  with  him  at  First  Boston  at 
twice  the  salary  he  was  making  at 
Cravath.  As  the  co-head  of  the  merg- 
ers and  acquisitions  group  at  First 
Boston,  Wasserstein  began  to  special- 
ize in  advising  on  hostile  takeovers, 
which  proved  to  be  highly  lucrative 
work.  As  he  was  involved  in  more  and 
more  major  deals,  his  reputation  as 
one  of  the  premiere — if  not  the  pre- 
mier— experts  in  this  area  grew,  and 
increasingly  more  business  came  to 
him  and  Perella.  Corporate  managers 
involved  in  a hostile  takeover  would 
want  to  be  able  to  tell  their  Boards  of 
Directors  that  they  had  hired  the  finest 
and  most  experienced  professionals 
in  the  business,  and  to  many  the  best 
in  the  business  were  Wasserstein  and 
Perella.  In  1988,  he  and  Perella  would 
leave  First  Boston  to  establish  their 
own  firm,  Wasserstein  Perella  &C  Co. 

Meanwhile  in  1977,  Wendy’s 
first  full-length  play  “Uncommon 
Women  and  Others”  was  performed 
at  the  Marymount  Theater  on  East 
71st  Street,  a few  blocks  from  where 
she  had  grown  up,  to  rave  reviews. 


“Uncommon  Women”  was  reviewed 
by  a theater  critic  for  The  New  York 
Times  and  other  papers  just  like  a 
Broadway  show,  even  though  it  never 
played  on  Broadway  (it  was  later  per- 
formed on  PBS).  The  play  essentially 
established  Wendy,  who  was  27  at 
the  time,  as  one  of  New  York’s  most 
promising  young  playwrights,  and  also 
showcased  such  young  actresses  as 
Glenn  Close,  Meryl  Streep,  Jill  Eiken- 
bery  and  Swoosie  Kurtz.  “Uncommon 
Women”  was  a play  about  a reunion 
of  a group  of  Mount  Holyoke  gradu- 
ates. The  characters,  including  Holly 
Kaplan,  the  daughter  of  a Jewish  New 
York  textile  manufacturer,  were  thinly 
disguised  descriptions  of  Wendy  and 
her  best  friends  from  college  five  years 
after  graduation.  The  play  provided  a 
formula  which  she  would  consistently 
follow  in  her  writing  for  the  rest  of 
her  career. 

Every  four  or  five  years  thereafter 
until  her  death  in  2006,  Wendy  would 
have  a new  play  produced  about  a 
woman  her  age  and  the  trials  and 
tribulations  of  her  life  at  that  time. 
Probably  the  high  point  in  this  series 
was  “The  Heidi  Chronicles,”  first  per- 
formed in  1989,  about  Heidi  Holland, 
a 40-year-old  art  professor  and  strong 
follower  of  the  women’s  movement 
who  finds  that  despite  her  significant 
professional  success,  she  is  somewhat 
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stranded  socially  and  emotionally.  At 
the  end  of  the  play  she  decides  to 
have  a baby  without  a husband.  This 
play,  which  is  generally  considered 
her  best,  won  the  Pulitzer  Prize  and  a 
Tony  Award.  Thereafter  she  would  be 
considered  one  of  America’s  leading 
female  playwrights.  Her  fame  created 
a significant  benefit  for  Bruce,  who 
often  claimed  that  she  was  the  famous 
one  in  the  family. 

From  1988  until  2000,  Bruce  con- 
tinued to  run  Wasserstein  Perella, 
which  was  one  of  the  leading  invest- 
ment advisory  firms  specializing  in 
M&A.  Although  with  the  rise  in  stock 
prices,  the  volume  of  mergers  may  not 
have  been  as  robust  as  in  the  1980s, 
the  firm  did  a solid  business.  In  2001, 
it  was  itself  acquired  by  Dresdner 
Kleinwort  for  a reported  price  of 
$1.4  billion  in  stock.  The  deal  made 
Bruce — who  had  previously  been  only 
well-to-do  — a very  rich  man. 

After  a purported  falling  out  with 
Dresdner,  Bruce  was  invited  in  2002 
to  become  the  CEO  of  hazard  Freres, 
when  Felix  Rohayton  and  other  lead- 
ers of  that  advisory  firm  thought  the 
firm  needed  one  of  the  “Great  Men” 
of  Wall  Street  to  survive  and  continue 
into  the  next  generation.  Thus  Bruce 
Wasserstein  became  one  of  the  few 
figures  from  the  takeover  boom  of  the 
1980s  to  survive  intact  into  the  21st 


century.  As  the  CEO  of  hazard,  he 
took  the  company  public  and  forced 
the  buy  out  of  the  old  owners  in  a 
drive  to  remake  the  firm  for  the  21st 
century.  By  a combination  of  shrewd 
investments  as  well  as  his  years  of 
outsized  Wall  Street  salaries,  Forbes 
in  2009  listed  his  net  worth  as  $2.5 
billion  and  named  him  as  the  147th 
richest  man  in  America. 

Certainly  Morris  and  hola  were 
immensely  proud  of  both  Bruce  and 
Wendy’s  professional  accomplish- 
ments. However,  this  professional 
success  was  not  without  a significant 
cost  in  terms  of  their  personal  lives. 
Wendy  was  never  able  to  marry  and 
have  the  nuclear  family  that  she  was 
taught  to  crave.  In  a case  of  life  mu- 
tating art  she  at  the  age  of  49  by  in 
vitro  fertilization  gave  birth  to  a child, 
1 ucy  Jane,  and  thus  in  her  50s  became 
a single  mother  of  a young  child.  She 
died  of  lymphoma  in  January  2006, 
leaving  her  seven-year-old  daughter  to 
be  adopted  by  Bruce. 

Bruce  also  had  difficulties  relating 
to  family  matters,  bur  of  a different 
kind.  In  the  early  1990s  he  d ivorced 
Chris  Parot,  his  second  wife  and  the 
mother  of  his  three  children,  and 
then  married  Claude  Becker,  a film 
producer  20  years  younger  than  he 
was.  He  and  Claude  had  three  more 
children.  He  then  divorced  Claude 


and  reportedly  had  an  affair  with 
a Columbia  student  with  whom  he 
had  an  additional  child,  and  then 
in  January  2009  married  28-year- 
old  Angela  Chao,  the  daughter  of  a 
prominent  Chinese  shipping  magnate, 
nine  months  before  his  sudden  death 
in  October  2009. 

Both  Bruce  and  Wendy  Wasserstein 
were  in  a most  profound  sense  chil- 
dren of  New  York  City  in  the  late  20th 
century.  They  were  native  New  York- 
ers who  lived  there  all  their  lives,  and 
their  upbringing  both  in  Brooklyn  and 
Manhattan  undoubted!)  contributed 
significantly  to  their  later  successes. 
There  is  also  no  question  that  Bruce 
and  Wendy  contributed  significantly  to 
the  city’s  success  in  the  period  from 
1980  to  2009  in  two  important  sectors 
of  its  economy.  The  unanswered  ques- 
tion is  whether  their  parents,  or  even 
they,  would  have  viewed  their  great 
professional  successes  as  worth  the 
personal  sacrifices  they  had  to  make  to 
achieve  them,  on 


James  S.  Kaplan  is  a walking  tour  his- 
torian, and  a tax  and  estates  lawyer  at 
Herzfeld  & Rubin.  Fie  knew  Wendy 
and  Bruce  Wasserstein  growing  up  on 
the  East  Side  of  Manhattan  in  the  late 
1 96 0s  and  early  1 9 70s. 
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Thomas  Willing  and 
Early  American  Financial  Stability 

By  Robert  E.  Wright 


Thomas  Willing  (December  19, 
1731 -January  19,  1821)  was  per- 
haps the  most  important  of  Ameri- 
ca’s lesser-known  financial  founding 
fathers,  the  dozen  or  so  men  who 
helped  the  new  nation  to  win  its 
independence  and  forge  a remarkably 
innovative  yet  relatively  stable  finan- 
cial system.  During  his  60-plus  year 
career,  Willing  furthered  the  develop- 
ment of  marine  insurance,  the  mort- 
gage market,  commercial  banking  and 
life  insurance  without  stimulating  the 
frothy  excesses  that  have  so  often  led 


to  spectacular  bubbles  followed  by 
gut  wrenching  and  economy  wrecking 
busts.  His  business  practices  were  so 
staid,  in  fact,  that  some  dubbed  him 
“Old  Square  Toes.” 

Any  genetic  predisposition  to  cau- 
tion that  Willing  may  have  possessed 
was  magnified  by  some  early  for- 
mative events.  The  first  born  son 
of  Charles  Willing,  an  aspiring  mer- 
chant of  British  birth  who  married 
into  Pennsylvania’s  elite  Shippen  clan, 
young  Thomas  attended  school  in 
England  from  1740  until  1749.  He 


then  clerked  in  his  father’s  Phila- 
delphia counting  house  for  several 
years  before  rising  to  partner  in  1751 
thanks  to  the  business  acumen  he 
displayed  during  his  father’s  extended 
absence  in  the  Mother  Country  and  a 
timely  and  sizeable  inheritance  front  a 
great  aunt.  Like  other  so-called  “dry 
goods”  firms,  Charles  Willing  and  Son 
wholesaled  imported  manufactured 
goods  but,  atypically  for  the  period, 
preferred  to  sell  its  wares  for  “ready 
money,  or  short-credit”  rather  than 
on  long-term  credit.  Already  show- 
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ing  signs  of  square  toeism,  Thomas 
was  particularly  wary  of  sending  the 
company’s  property  “out  amongst  the 
country  retailers.”  A family  tragedy 
soon  cemented  the  young  man’s  con- 
servative financial  instincts. 

Charles  became  mayor  of  Phila- 
delphia in  May  1754,  but  in  late 
November  perished  from  a contagious 
disease  contracted  while  fulfilling  the 
duties  of  the  office.  Three  weeks  shy  of 
his  23rd  birthday,  Thomas  suddenly 
found  himself  financially  responsi- 
ble for  his  mother,  his  nine  surviv- 
ing younger  siblings  and  the  heirs 
of  Thomas  Lloyd,  whose  estate  his 
father  had  been  in  the  middle  of  set- 
tling when  he  died.  Charles’s  estate 
was  quire  large,  so  Willing’s  role  was 
as  faithful  steward  of  other  people's 
wealth  rather  than  as  an  adventurous 
risk  taker.  (Willing  later  reprised  that 
role  as  a vestryman  in  Christ  Church, 
an  Anglican  church  in  Philadelphia  in 
which  he  was  active.) 

With  his  own  share  of  the  inheri- 
tance, some  £6,000  sterling.  Willing 
took  on  somewhat  greater  risks  but 
always  weighed  them  carefully  against 
likely  returns.  He  continued  selling  dry 
goods  only  for  cash  or  short  credit  bur 
over  time  began  to  deal  much  more 
heavily  in  riskier  "wet  goods”  (includ- 
ing beer,  liquor  and  wine),  military 
stores,  servants  and  slaves.  Likewise, 
he  sent  ships  to  sea  when  war  threat- 
ened but  warned  Ins  captains  to  "Be 
carefull  [sic)  at  Sea  6c  Speak  with  no 
Vessell  [sic].”  Perhaps  most  tellingly  of 
all,  in  1757  Willing  admitted  his  flam- 
boyantly reckless  clerk  Robert  Morris 
into  partnership,  but  monitored  him 
closely  and  eventually  parted  ways 
when  Morris  embarked  on  high-risk 
speculations,  the  very  gambles  that 
eventually  led  to  Morris’s  bankruptcy 
and  imprisonment  for  debt. 

\\  filing  was  also  cautiously  innova- 
tive in  his  real  estate  dealings,  selling 
numerous  city  lots  to  artisans  by  means 
of  a perpetual  interest-only  mortgage 
called  a ground  rent.  Unlike  recent 
interest-only  mortgages,  Willing’s 


ground  rents  were  more  gilt  than  sub- 
prime. Loan-to-value  was  closer  to  50 
percent  than  the  95  percent  plus  typical 
of  the  21st  century  variety.  Recourse, 
the  ability  of  Willing  (and  other  ground 
lords)  to  seize  the  borrower's  real  and 
personal  property  to  pay  the  interest 
or  principal  of  the  loan,  was  substan- 
tial. As  an  added  protection,  Willing 
denominated  many  of  the  mortgages 
in  specific  full-bodied  coins,  like  gold 
pistoles  or  silver  dollars,  rather  than 
in  Pennsylvania  pounds.  Denominat- 
ing the  contracts  in  that  local  unit  of 
account  would  have  been  more  conve- 
nient but  would  have  exposed  Willing 
and  his  heirs  to  potential  depreciation 
of  bills  of  credit  and  to  devaluation 
of  the  Pennsylvania  pound.  All  in  all. 
Willing’s  technique  was  one  of  the  saf- 
est methods  of  financing  urban  devel- 
opment yet  devised. 

Given  his  disdain  for  excessive  risk, 
Willing  was  naturally  attracted  to  the 
marine  insurance  business  and  did 
not  like  what  he  saw  — a slow,  expen- 
sive system  where  shippers  procured 
insurance,  sometimes  with  the  help  of 
brokers,  from  ad  hoc  groups  of  local 
or  London-based  individuals  called 
underwriters.  In  the  early  stages  of 
the  French  and  Indian  War,  Willing 
declared  that  he  would  rather  be  his 
"own  Insurer  Rather  than  pay  such 
Fxorbitant  Premiums”  and  joined  with 
five  other  "Gentlemen  of  Fortune”  to 
form  “Thomas  Willing  and  Com- 
pany," the  purpose  of  which  was  to 
insure  “Ships  Vessells  | sic]  Goods  and 
Merchandize  on  reasonable  Terms.” 

I hat  company,  and  ones  like  it  he 
formed  in  subsequent  years,  reduced 
the  risks  associated  with  obtaining 
insurance  in  distant  London  and  in 
dealing  with  individual  underwriters 
who  might  die,  go  bankrupt  or  simply 
refuse  to  pay  a claim. 

Willing  also  entered  public  life  in 
order  to  reduce  the  risks  his  busi- 
nesses faced  by  gaining  some  influence 
over  public  policies.  He  served  as  a 
Philadelphia  County  justice  of  the 
peace  from  1761  until  1767  and  was 


a Philadelphia  common  councilman 
(1755-59),  alderman  (1759-68)  and 
mayor  (1763-64).  He  also  served  two 
terms  in  Pennsylvania’s  unicameral 
legislature  (1764,  1765)  and  was  a 
Pennsylvania  Supreme  Court  justice 
from  1767  until  1776. 

Most  of  his  assignments  in  city 
government  and  the  colonial  legis- 
lature, where  he  was  astonishingly 
active,  dealt  with  business  and  eco- 
nomic matters  such  as  ferry  regula- 
tion, market  stall  repairs,  extension 
of  the  public  wharf  and  the  General 
Loan  Office,  Pennsylvania’s  hoary 
government-owned  mortgage  bank. 
Along  with  Benjamin  Franklin  and 
others.  Willing  was  part  of  a delega- 
tion that  convinced  the  Paxton  Boys 
to  “return  peaceably  to  their  Homes” 
rather  than  to  continue  their  murder- 
ous riots  on  Amerindians  living  under 
the  colony’s  protection.  As  a justice 
of  the  peace  and  judge.  Willing  also 
helped  to  uphold  the  rule  of  law  so 
important  to  commercial  dealings  and 
overall  economic  prosperity. 

Likely  because  of  the  economic  and 
policy  fiasco  that  he  witnessed  unfold 
in  the  aftermath  of  the  French  and 
Indian  War  |See  "Boom,  Bust  and  Cri- 
sis" in  Financial  History , Issue  98,  Fall 
2010),  Willing  became  an  active  mem- 
ber of  the  Revolutionary  movement. 
He  opposed  the  Currency  and  Stamp 
Acts  and  other  restrictive  trade  regula- 
tions by  joining,  and  sometimes  chair- 
ing, public  meetings  and  non-importa- 
tion agreements.  As  the  imperial  crisis 
deepened,  he  served  as  a member  of 
the  Committee  of  Correspondence  and 
a delegate  to  the  Provincial  Convention 
in  I 774,  a member  of  the  Committee 
of  Safety  in  1775  and  as  a delegate 
to  the  second  Continental  Congress 
(1775-76).  Although  he  ardently  sup- 
ported the  Patriot  cause.  Willing’s 
vote  against  independence — prompted 
undoubtedly  by  his  close  ties  to  the 
Mother  Country  and  the  cautiousness 
by  then  seemingly  ingrained  in  his  very 
soul  as  well  as  his  roes — effectively 
ended  his  political  career.  Closure  of 
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that  avenue,  however,  channeled  Will- 
ing into  the  greatest  role  of  his  life  as 
America’s  first  commercial  and  first 
central  banker. 

The  newly  independent  nation  found 
financing  its  rebellion  against  Britain, 
then  the  world’s  leading  superpower, 
extremely  challenging.  With  two  of 
every  three  Americans  still  actively 
loyal  to  the  Mother  Country  or  sitting 
astride  the  proverbial  fence  paralyzed 
by  fear,  large-scale  taxation  was  out 
of  the  question.  Borrowing  large  sums 
of  money  domestically  or  abroad  was 
also  impossible  for  a runaway  republic 
with  a weak  central  government,  no 
track  record  and  anemic  tax  receipts. 

So  the  new  governments  printed 
their  own  money  to  pay  salaries  and 
buy  munitions  and  provisions.  And 
then  more  money.  And  then  some 
more.  And  then  the  British  poured  a 
large  number  of  counterfeits  into  cir- 
culation as  well.  As  inflation  mounted, 
the  rebel  governments  found  them- 
selves locked  in  a vicious  cycle.  Print- 
ing money  raised  prices,  so  govern- 
ments had  to  print  yet  more  money, 
which  raised  prices  even  higher  until 
the  entire  system  collapsed  in  the  early 
1780s  and  “not  worth  a Continental” 
joined  the  American  lexicon. 

To  continue  the  fight,  the  rebel 
governments  tapped  three  unreliable 
sources  of  support:  foreign  loans  of 
money  and  munitions,  the  willingness 
of  soldiers  to  fight  on  without  pay 
and  the  seizure  of  provisions  from 
local  farmers.  What  American  govern- 
ments needed  at  this  dire  junction  was 
a source  of  domestic  cash  loans,  and 


what  the  US  economy  needed  was  a 
form  of  money  more  copious  than  the 
paltry  sum  of  precious  metals  in  circu- 
lation but  still  linked  to  gold  and  silver 
and,  most  importantly  of  all,  bereft  of 
direct  political  control. 

To  meet  those  pressing  needs, 
Morris,  young  upstart  Alexander 
Hamilton,  and  others  suggested  the 
formation  of  a commercial  bank.  A 
desperate  Congress  and  several  state 
governments  concurred  and  autho- 
rized the  nation’s  first  commercial 
bank,  the  Philadelphia-based  Bank  of 
North  America,  which  made  loans  to 
governments  and  businesses  funded 
by  the  issuance  of  bank  notes  and 
deposits  convertible  into  gold  and  sil- 
ver coins  at  predetermined  rates. 

Less  concerned  than  the  average 
voter  about  Willing’s  stand  on  inde- 
pendence and  his  continued  residence 
in  Philadelphia  during  the  British 
occupation  (1777-78),  stockholders 
elected  Willing  to  head  the  novel 
operation.  They  could  not  have  made 
a better  choice  because  Willing  was 
the  consummate  cautious  innovator 
and  prudent  risk-taker.  Under  his 
leadership,  the  Bank  of  North  Amer- 
ica helped  to  finance  the  end  of  the 
Revolution  and  spawned  several  simi- 
larly cautious  imitators  in  New  York 
and  Boston.  Those  financial  pioneers 
showed  that  banks  could  safely  stimu- 
late economic  growth  while  rewarding 
investors  handsomely  for  the  use  of 
their  capital.  Their  success  undoubt- 
edly helped  to  induce  the  framers 
of  the  Constitution  explicitly  to  ban 
state-issued  bills  of  credit. 


Despite  the  successful  establishment 
of  a small  but  effective  banking  sys- 
tem, America’s  governments  remained 
essentially  bankrupt  and  its  economy 
moribund.  That  changed,  however, 
after  ratification  of  the  US  Constitu- 
tion and  implementation  of  Hamilton’s 
financial  program,  a set  of  policies  that 
established  the  credit  of  the  national 
and  state  governments  and  encouraged 
an  efflorescence  of  entrepreneurship.  A 
key  component  of  the  new  system  was 
the  Bank  of  the  United  States  (1791- 
1811),  a central  and  commercial  bank 
headquartered  in  Philadelphia  and 
owned  by  the  national  government  and 
private  investors.  The  obvious  choice 
to  run  the  crucial  new  institution, 
which  among  other  things  provided  the 
federal  government  with  a safe  place  to 
stash  its  cash  and,  when  its  deposits  fell 
short  of  its  obligations,  with  loans,  was 
America’s  most  experienced  banker, 
Old  Square  Toes  himself. 

Americans  clamored  for  shares  in 
the  new  institution,  which  was  larger 
than  the  other  banks  then  in  operation 
combined,  and  then  eagerly  sought 
loans.  Unsure  how  far  he  could  safely 
extend  the  new  bank’s  business,  Will- 
ing uncharacteristically  went  a little 
too  far  in  early  1792  but  curtailed 
lending  as  soon  as  Hamilton  indicated 
that  he  ought  to.  The  reduction  in 
lending  by  the  Bank  of  the  United 
States  (BUS)  and  the  other  banks, 
which  followed  the  new  giant’s  lead, 
deflated  an  asset  bubble  before  it 
swelled  to  dangerous  proportions. 

The  failure  of  speculator  William 
Duer  in  March  caused  a short-lived 
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This  btink  check  dated  1802  (left) 
and  promissory  note  dated  I 95  (right1 
were  both  issued  during  Thomas 
Willing’s  management  of  the  first 
Bank  of  the  United  States. 


panic  that  Hamilton,  with  the  aid  of 
Willing  and  the  other  bankers,  soon 
squelched.  Far  from  ushering  in  the 
end  of  the  Republic  as  some  hot- 
headed Jeffersonians  claimed,  the  epi- 
sode initiated  over  two  decades  of 
financial  stability  ended  only  by  the 
sacking  of  Washington,  DC  by  Brit- 
ish troops  in  August  1814.  Shocks, 
including  numerous  episodes  of  com- 
mercial distress,  several  tax  rebellions, 
a quasi-war  with  France,  the  purchase 
of  Louisiana,  various  embargoes  and 
other  trade  restrictions,  and  the  failure 
of  several  small  banks  controlled  by  the 
dexterous  Andrew  Dexter,  came  and 
went  without  disrupting  the  BUS  or  the 
system  that  it  effectively  regulated. 

W illing  stayed  at  the  helm  of  the 
BUS  long  after  Hamilton  retired  as 
Treasury  Secretary  and  well  into  the 
long  tenure  of  Albert  Gallatin.  He 
finally  retired  in  November  1807  at 
age  75  after  presumably  suffering  a 
mild  stroke.  Fnough  of  Willing’s  men- 
tal faculties  remained,  however,  for 
him  to  support  a final  conservative 
innovation,  the  nation’s  first  commer- 
cial life  insurance  company,  the  Penn- 
sylvania Company  for  Insurance  on 
Lives  and  Granting  Annuities.  W ill- 
ing realized  that  the  institution,  in 
which  he  purchased  100  shares,  could 
help  fathers  to  protect  their  families 
from  devastation  should  they  perish 
young,  as  his  own  father  had.  He  also 
saw  that  the  annuities  the  company 
sold  would  help  executors,  guardians, 
trustees  and  others  to  invest  safely  on 
behalf  of  widows,  orphans,  charita- 
ble organizations  and  superannuated 


individuals,  a problem  he  had  often 
wrestled  with  during  his  long  life.  The 
other  great  financial  innovation  of  the 
1810s,  the  American  savings  bank 
movement,  began  just  a little  too  late 
for  Willing’s  active  participation. 

After  his  stroke.  Willing  had  trou- 
ble writing,  but  as  late  as  December 
1816  was  reported  to  walk  “four  or 
five  miles  a day,  eat[s|  with  a relish, 
and  sleepl s]  soundly.”  About  that 
time  he  was  mentioned  as  a possible 
candidate  to  head  up  the  second  Bank 
of  the  United  States  (1816-1836),  but 
his  advanced  age  precluded  serious 
consideration.  That  was  unfortunate 
because  the  second  Bank,  under  the 
drunken  and  inexperienced  leadership 
of  William  Jones,  caused  and  then 
exacerbated  the  Panic  of  1819. 

Thar  experience  soured  future  Presi- 
dent Andrew  Jackson  on  banking.  Old 
Hickory  exacted  revenge  on  the  Bank 
by  vetoing  its  re-charter  and  then 
removing  the  federal  government's 
deposits  from  it.  Those  and  other  poli- 
cies, combined  with  an  international 
shock,  caused  the  financial  panics  of 
18 1 and  1839,  which  ushered  in 
decades  of  boom  and  bust  and  bubble 
and  burst  that  finally  culminated  in 
the  Great  Depression.  That  economic 
conflagration,  in  turn,  spawned  poli- 
cies partly  (some  would  say  largely) 
responsible  for  the  Great  Recession  of 
2008-9,  runaway  healthcare  costs  and 
a looming  debt  crisis. 

Willing  once  called  the  success  of  the 
Bank  of  North  America  his  “greatest 
glory,”  but  perhaps  his  greatest  legacy 
is  that  he  died  one  of  the  richest  men  in 


the  nation  despite  having  lived  through 
one  of  its  most  economically  and  politi- 
cally tumultuous  periods.  Like  the  tor- 
toise in  the  Aesop  fable.  Willing’s  life 
shows  that  slow  and  steady  can  lead  to 
more  wealth  and  happiness  than  fast 
and  risky.  When  will  today’s  financiers 
willingly  concede  that  humdrum  ulti- 
mately trumps  hubris?  HU 


Robert  E.  Wright  is  the  Nef  Fam- 
ily Chair  of  Political  Economy  at 
August  ana  College  and  the  director  of 
the  Thomas  Willing  Institute  for  the 
Study  of  Financial  Markets , Institu- 
tions, and  Regulations.  He  is  also  the 
author  of  numerous  hooks,  including 
most  recently  Fubarnomics  (2010). 
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GAINED 

The  Rise  of  Canada's  Unique 
Capital  Market  for  Start-Ups 

By  Gregory  DL  Morris 


NOTHING 

NOTHING 


Many  people  know  of  the  historic  debts  in  exchange  for  a new  capital  tion  is  formally  only  12  years  old,  its 

dinner  where  bitter  foes  Alexander  to  be  built  in  the  South.  Although  predecessor  exchanges  trace  their  heri- 

Hamilton  and  Thomas  Jefferson,  mod-  it  was  not  quite  so  momentous,  a tage  back  more  than  a century, 

erated  by  James  Madison,  hashed  out  a similar  evening  of  earnest  discussion  “The  Venture  Exchange  is  an  early- 

compromise  that  put  the  United  States  and  good  wine  enabled  the  various  stage  market,”  said  John  McCoach, 

on  a sound  economic  footing  over  regional  stock  exchanges  in  Canada  president.  “It  is  speculative,  and  not 

many  bottles  of  claret:  federal  assump-  to  combine  to  form  what  is  today  the  suitable  for  all  investors.  What  we 

tion  of  the  states’  Revolutionary  War  Venture  Exchange.  While  that  institu-  have  done  by  creating  this  market  is 
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gained  liquidity  and  credibility  both 
across  North  America  and  internation- 
ally.” Unlike  most  exchanges  around 
the  world,  companies  being  listed  on 
the  Venture  Exchange  do  not  have  to 
be  based  in  Canada.  Companies  head- 
quartered around  the  world  are  listed 
(see  chart,  p.  26).  “I  just  came  back 
from  a trip  to  London,  Paris,  Geneva 
and  Zurich,”  said  McCoach. 

Global  access  to  capital  was  also  the 
topic  on  October  25,  1861  when  24 
men  gathered  at  The  Masonic  Hall  in 
Toronto.  It  was  just  three  months  after 
the  first  Battle  of  Bull  Run  opened  the 
American  Civil  War  in  deadly  earnest, 
and  the  rapidly-spreading  war  south 
of  the  48th  parallel  severely  restricted 
Canadian  access  to  markets  in  the  US, 
especially  New  York  and  Philadelphia. 
The  war  at  sea  even  made  communi- 
cation with  London  and  Paris  more 
difficult.  Insurance  and  interest  rates 
were  rising. 

A resolution  was  passed  that  day 
and  Toronto  Stock  Exchange  (TSX) 
was  born.  The  cost  of  membership 
was  $5.  In  its  early  years  trading 
volume  was  very  modest,  amounting 
to  two  or  three  transactions  daily. 
Trading  hours  were  limited  to  daily 
half-hour  sessions,  and  the  trading  list 
consisted  of  18  securities. 

Just  as  in  the  United  Stares,  Can- 
ada was  once  dotted  with  regional 
stock  exchanges.  The  oldest  of  these, 
in  Vancouver,  opened  in  1907  to 
serve  the  capital  needs  ol  mining  and 
timber  operations  in  British  Colum- 
bia. Just  as  in  the  United  States,  where 
California  became  a state  long  before 
the  interior  territories  were  organized, 
BC  joined  the  Canadian  confedera- 
tion in  1871  but  the  provinces  of 
Alberta  and  Saskatchewan  were  not 
formed  until  1905. 

Bur  they  got  right  down  to  busi- 
ness, literally,  incorporating  a stock 
exchange  in  Calgary  in  1910  to  fund 
the  oil,  grain  and  cattle  businesses 
east  of  the  Rockies.  The  same  year 
the  Winnipeg  Stock  Exchange  came 
on  the  scene  to  support  the  grain  and 


other  agribusiness  of  the  Canadian 
prairies. 

To  this  day  those  industries  con- 
tinue to  provide  the  core  of  the  pro- 
vincial economies,  and  are  still  served 
by  the  Venture  Exchange.  Mining 
companies  constitute  54%  of  the  Ven- 
ture Exchange  by  number  of  listings, 
and  58%  by  market  cap.  Oil  and  gas 
companies  are  13%  by  number  of  list- 
ings and  twice  that  by  market  cap. 

On  November  30,  1999,  Van- 
couver and  Alberta  Stock  Exchanges 
joined  to  form  the  Canadian  Venture 
Exchange  (CDNX).  The  Canadian 
Dealing  Network,  Winnipeg  Stock 
Exchange  and  junior  equities  portion 
of  the  Montreal  Bourse  subsequently 
merged  with  CDNX.  By  the  end  of 
2001  the  TSX  completed  overhaul 
of  its  trading  platform  as  well  as  the 
acquisition  of  the  Venture  Exchange. 
CDNX  was  renamed  TSX  Venture 
Exchange  in  2002.  The  S&P/CDNX 
Index  was  launched  on  December  10, 
2001.  The  Index  was  renamed  SiXP/ 
TSX  Venture  Composite  Index  in 
May  2002. 

By  its  10th  birthday  the  Venture 
Exchange  was  hitring  records.  On 
November  9,  20 1 0,  volume  traded  was 
527,  ,070  shares,  which  surpassed 

the  previous  record  of  437,715,396  set 
only  the  day  before.  A new  historical 
peak  for  number  of  Venture  Exchange 
trades  executed  was  also  established, 
with  85,350  surpassing  the  previous 
day's  record  of  70,624. 

Companies  listed  on  Venture 
Exchange  can  graduate  to  the  TSX 
once  they  meet  the  listing  standards  of 
the  senior  market.  Over  the  last  nine 
years,  441  Venture-listed  companies 
have  graduated,  which  affirms  Ven- 
ture Exchange’s  position  as  a growth 
platform.  Venture  graduates  listed  on 
the  TSX  currently  account  for  $87.6 
billion  in  market  capitalization. 

From  its  start  in  1907  the  Vancou- 
ver Exchange  grew  through  the  boom 
years  of  the  Jazz  Age.  In  the  momen- 
tous year  of  1 929  the  exchange  moved 
to  a beautiful  Art  Deco  building  in 


Downtown.  For  most  Vancouverites 
the  structure  is  still  known  as  the 
Stock  Exchange  Building,  but  it  is  now 
formally  the  Crown  Trust  Building. 

At  its  peak  in  the  early  1990s  there 
were  more  than  2,000  issues  listed  on 
the  Vancouver  Exchange,  with  annual 
trading  volume  of  approximately  $4 
billion.  The  sizes  of  the  exchanges  in 
Canada  mirrored  the  league  table  of 
city  populations  with  Toronto  first, 
Montreal  second,  Vancouver  third 
and  Calgary  fourth. 

The  Alberta  Exchange  ceased  oper- 
ations in  1917,  primarily  because 
of  declining  business  volume  during 
World  War  I,  and  did  not  resume 
until  1926  when  it  rook  the  name 
Calgary  Stock  Exchange.  The  moni- 
ker Alberta  Stock  Exchange  returned 
in  1975  and  remained  until  the  Ven- 
ture combination. 

In  Winnipeg  the  commodity  mar- 
kers ruled,  and  the  stock  exchange 
usually  played  second  riddle  to  the 
grain  exchange.  An  October  16,  1930 
story  in  the  Financial  Post  noted  that 
the  stock  exchange  was  moving  into 
a C$25,000  building  on  Main  St. 
“next  to  the  Wheat  Pool.”  With  the 
new  digs,  the  exchange  also  offered 
longer  trading  hours,  and  “transac- 
tions in  any  stock  or  bond  on  any 
other  exchange  in  Canada  or  the  US.” 
In  another  reform,  all  trades  were 
handled  through  the  exchange,  rather 
than  between  individual  brokers. 

In  the  post-war  boom  and  through 
the  next  decades  Canadian  exchanges 
saw  strong  growth,  but  were  chal- 
lenged by  governance  and  regulation 
as  were  exchanges  in  the  US.  “Manip- 
ulation was  still  common  in  min- 
ing securities  through  the  1940s  and 
1 950s,  and  boiler  rooms  were  active,” 
wrote  Lewis  D.  Johnson  and  Bohu- 
mir  Pazderka  in  their  book  It’s  No 
Gamble:  The  Economic  and  Social 
Benefits  of  Stock  Markets  (The  Fraser 
Institute,  Vancouver,  1995).  “There 
were  no  filing  requirements  for  insider 
trading,  and  wash  trades  were  com- 
mon if  not  exactly  legal.  The  Windfall 
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Oils  & Mines  scandal  of  1964,  in 
which  Viola  MacMillan  was  accused 
of  stock  manipulation  and  wash  sales, 
and  convicted  of  the  latter  offence,  led 
to  the  formation  of  a royal  commis- 
sion and  a subsequent  tightening  of 
regulation  of  common  stocks  on  the 
Toronto  Stock  Exchange  in  1966.” 

Little  did  Johnson  and  Pazderka 
know  that  as  they  wrote  their  book,  but 
the  biggest  market  scandal  in  Canadian 
history  was  brewing.  It  broke  just  two 
years  after  their  book  was  published. 

To  be  sure,  the  Bre-X  gold  scan- 
dal hit  markets  across  North  Amer- 
ica. The  wrongdoing  was  confined 
to  the  company  itself  and  hurt  the 
exchanges  as  much  as  the  investors. 
But  it  led  many  to  wonder  about  the 
relationship  between  venture  capital 
and  public  markets. 


“1  be  laws  of  stock  market  gravity 
returned  with  a vengeance  in  the  shape 
of  a Bre-X  Minerals  calamity,”  wrote 
Canada  Stockwatch  on  March  27, 
1997.  “The  VSE  tumbled  56  points 
to  1130  on  45.6  million  shares;  the 
ASE  tumbled  88  points  to  2711  on 
22.4  million.  The  combined  volume 
of  68  million  shares,  6.3  million  more 
than  last  Friday,  saw  the  ASE’s  share 
of  western  trading  recover  to  33  per- 
cent, from  27  percent  a week  ago.  In 
the  past  five  days,  the  VSE,  at  1130, 
is  down  155  points,  compared  with 
down  60  points  last  week;  the  ASE,  at 
2711,  is  down  205  points,  compared 
with  down  64  last  week.” 

The  market  watchers  continued, 
“Yesterday’s  terse  comment  from  Bre- 
X’s  mineral  consultants,  ‘that  there 
appears  to  be  a strong  possibility 


that  the  potential  gold  resources  on 
the  Busang  project  in  East  Kaliman- 
tan, Indonesia,  have  been  overstated 
because  of  invalid  samples  and  assay- 
ing of  those  samples,’  was  confirmed 
today  by  Freeport-McMoRan.  ‘Insig- 
nificant amounts  of  gold’  was  Free- 
port’s description,  and  the  blood  bath 
was  on.  When  trading  resumed  at 
12:00  pm  Bre-X  plummeted  to  $2.50, 
forcing  the  TSE  to  close  early  as  a 
result  of  computer  overload.” 

Just  a week  earlier  the  company’s 
chief  geologist,  Michael  de  Guzman, 
committed  suicide  by  jumping  out  of 
a helicopter  more  than  700  feet  over 
the  Indonesian  jungle. 

According  to  a retrospective  busi- 
ness case  written  by  Paul  J.  Irvine, 
assistant  professor  of  finance  at  Emory 
University’s  Goizueta  Business  School 
in  Atlanta,  “At  its  peak,  the  market 
capitalization  of  Bre-X  reached  over 
C$6  billion,  all  from  a company  that 
had  been  a penny  stock  with  a mar- 
ket capitalization  measured  in  the 
thousands  just  four  years  earlier.” 
Dan  Campbell  and  Daisy  Gao  assisted 
Irvine  in  the  analysis. 

At  one  time,  Bre-X  claimed  to  have 
found  the  largest  known  gold  deposit 
in  the  world,  according  to  Irving.  The 
company  had  been  followed  and  rec- 
ommended by  some  of  the  best-known 
gold  analysts  in  both  Canada  and  the 
United  States  and  had  been  added  to 
the  Toronto  Stock  Exchange’s  TSE 
300  index  and  traded  on  NASDAQ. 

Mutual  funds,  pension  plans  and 
private  investors  all  over  North  Amer- 
ica took  heavy  losses  when  the  stock 
plummeted  in  value  and  was  eventu- 
ally delisted,  Irving  noted.  Numer- 
ous class-action  lawsuits  were  filed  in 
Canada  and  the  United  States,  some 
naming  the  Canadian  and  Ameri- 
can investment  firms  as  defendants 
because  they  had  recommended  the 
stock  for  so  long. 

Rowland  W.  Fleming,  CEO  and 
president  of  the  TSX,  said  of  the  Bre-X 
affair,  “The  lessons  here  are  the  old 
ones.  No  matter  how  tough  the  securi- 
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John  McCoach,  president  of  the  Venture  Exchange, 
describes  the  exchange  as  an  "early  stage  market.  ” 


ties  regulations  or  laws,  perpetrators  of 
deceit,  and  there  now  seems  no  doubt 
that  deceit. ..massive  and  unprece- 
dented fraud  were  at  play,  those  people 
will  find  a way  to  break  the  rules.” 

McCoach  recalled  that  “the  Vancou- 
ver Exchange  had  developed  a reputa- 
tion not  as  favorable  for  access  to  capi- 
tal. A lot  had  changed  by  the  1990s. 
The  VSX  made  a lot  of  progress,  but  it 
could  not  get  past  the  reputation  of  the 
'80s.”  He  worked  as  a broker  on  the 
VSX  from  1981  to  2002,  and  was  on 
the  Board  of  Governors. 

“There  were  always  many  good, 
early-stage  companies  on  the  Vancou- 
ver, Alberta  and  Winnipeg  exchanges,” 
said  McCoach.  Without  capital  coming 
from  Toronto  or  Montreal,  there  was 
a need  for  these  exchanges.  From  their 
inception  to  through  the  1980s  they 
served  their  members.  But  as  global 
capital  markets  changed,  and  electronic 
trading  capabilities  developed,  the  rea- 
sons for  regional  exchanges  were  no 
longer  valid.” 

"By  1998  we  decided  to  pursue 
something  different,”  said  McCoach. 
"Talks  had  been  held  in  the  past  about 
merging  with  the  Alberta  exchange, 
but  they  never  went  anywhere.  The 
new  idea  was  not  simply  to  merge  but 
to  create  a whole  new  exchange.” 

The  Venture  genesis  started  with  an 
exploratory  meeting  over  dinner  at  the 
Westin  Hotel  in  Calgary.  “The  Board 
of  Governors  of  the  VSX  invited  the 
chairman  and  several  of  the  Board  of 
Governors  from  the  Alberta  Exchange 
to  dinner,”  said  McCoach.  “1  wrote  the 
letter.  I don’t  remember  what  wine  was 
served,  but  the  Alberta  governors  sug- 
gested we  have  BC  salmon  and  Alberta 
beef.  That  was  a very  nice  gesture.” 

At  the  time  the  two  exchanges 
were  aggressive  but  not  hostile  rivals, 
and  were  both  proud  of  their  regional 
focus  and  flavor.  “The  question  very 
quickly  turned  from  whether  or  not 
the  two  exchanges  were  better  off 
separate  or  together,  to  what  we  could 
do  that  would  really  serve  Canadian 
capital  markets.” 


The  answer  soon  became  apparent:  a 
national  exchange  for  early-stage  pub- 
lic companies.  “That  was  the  vision, 
not  just  a merger,  but  something  com- 
pletely new,”  said  McCoach.  Within  a 
few  weeks  a plan  came  together,  and 
the  Winnipeg  Exchange  was  invited 
to  the  party,  as  was  the  Canadian 
Dealing  Network.  “ I he  reception  was 
positive  each  time,”  said  McCoach. 

1 he  reception  was  also  positive 
when  the  plan  reached  regulators. 
I here  was  no  major  opposition.  Quite 
to  the  contrary,  within  two  years  of 
the  Venture  Exchange  opening  in 
2000,  the  TSX  came  back  with  an 
offer  to  acquire  the  whole  show.  “Thar 
was  really  a surprise,”  said  McCoach. 
“I  remember  wondering  how  quickly 


that  offer  came  after  we  just  got 
started.  Sometimes  sitting  over  a meal 
and  a glass  of  wine  can  have  some 
very  positive  results.”  1311 


Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  & Industry  Historical 
Research,  and  is  an  active  member  of 
the  Museum's  editorial  board. 

He  can  be  contacted  at  gdlm@enterprise 
andindustry.com. 
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From  a Speculator's 
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Brown  Brothers 


Bv  Philip  H.  Woods 

This  is  a story  not  an  analysis:  the 
“what  happened7'  of  this  event  is  well- 
known.  Several  studies  have  focused 
on  the  economy,  the  money  supply 
and  systemic  faults  in  the  banking 
system,  and  the  bank  events  have  been 
well  discussed.  Behind  them  there  was 
the  stock  market  and  the  behavior 
of  stock  speculators  in  the  month  of 
October.  This  story  explains  more 
about  the  “why”  of  this  event;  it  is 
the  story  of  Charles  W.  Morse  and  his 
friend,  Fritz  TIeinze. 

To  give  some  background  on  Morse 
and  Heinze,  we  need  to  go  back  to 
1900.  A short  man  with  penetrating 
blue  eyes,  Morse  combined  many  ice 
companies  to  create  the  American 
Ice  Company,  which  monopolized  the 
natural  ice  business  in  New  York 
(estimated  to  be  two  million  pounds  a 
vear).  Morse  doubled  the  price  of  ice 
on  May  1.  during  an  early  warm  spell, 
and  suddenly  everyone  in  New  York 
knew  Charles  W.  Morse,  including 
William  Randolph  Hearst  and  Gover- 
nor Theodore  Roosevelt.  Under  pres- 
sure in  the  press  and  through  many 
law  suits,  the  price  was  reduced,  and 
in  two  years  Morse  was  forced  out  of 
the  company,  taking  at  least  Si  1 mil- 
lion with  him. 

Heinze  went  to  the  copper  fields  of 
Montana  after  graduating  from  col- 
lege, where  he  began  to  buy  potential 
copper  properties.  His  Minnie  Healey 
mine  proved  to  be  the  most  lucrative, 
and  he  eventually  sold  it  to  H.H.  Rog- 
ers’ and  William  Vanderbilt's  Amal- 
gamated Copper.  He  arrived  in  New 
York  in  1906  as  a young,  handsome 
and  single  man  with  $10  million  in 
his  pocket. 

Morse  retained  an  interest  in  the 
stock  of  American  Ice  Securities,  the 
company  set  up  to  force  him  out,  and 
Consolidated  Steamship,  which  he  cre- 
ated by  combining  existing  companies. 

Left:  Charles  V7.  Morse  and  Ins  son. 


largelv  controlling  coastal  traffic  from 
St.  Johns,  New  Brunswick  to  Galves- 
ton, Texas.  When  October  began  he 
was  its  president,  and  Heinze  created 
United  Copper  Company  to  hold  his 
interests  after  the  mine  was  sold. 

This  is  the  key  linkage:  not  content 
with  creating  companies,  both  Morse 
and  Heinze  bought  into  banks.  The 
Morse  archives  at  the  Maine  Maritime 
Museum  provide  a detailed  view  of 
Morse’s  activities.  He  bought  into  1 1 
banks,  becoming  director  of  each.  He 
was  majority  stock  holder  in  five  of 
them.  He  focused  on  the  Bank  of  North 
America,  where  he  was  also  a vice 


Crowds  gather  on  Wall  Street 
during  the  Panic  of  l^O?. 


president.  His  checkbooks  from  1906 
show  smaller  investments  in  13  more 
banks,  and  the  archives  show  his  fam- 
ily invested  too,  leaving  control  of  their 
shares  with  him.  He  was  the  one  who 
persuaded  Heinze  to  invest  in  the  Mer- 
cantile Bank  and  become  its  president. 

Morse  mostly,  but  Heinze  as  well, 
used  their  banks’  funds  to  buy  their 
stocks  and  thus  keep  the  stock  prices 
up.  Then  they  turned  around  and 
used  the  stock  as  collateral  for  the 
bank  loans.  Morse  was  prone  to  using 


stocks  as  collateral  valued  at  100  per- 
cent of  the  current  market  price.  Some 
of  these  were  “dummy”  loans  not 
made  out  to  him  at  all.  Nothing  was 
done  to  control  this  activity  because 
he  was  the  majority  shareholder  in  the 
“Morse  banks,”  as  they  were  called. 

Morse's  checkbooks  from  the  first 
half  of  1906  show  his  operations. 
Over  $18  million  in  buying  and  selling 
washed  through  the  account,  leaving 
him  with  a modest  profit  by  mid- 
year. Some  $7  million  of  the  checks 
were  to  stockbrokers.  He  did  100 
transactions  in  American  Ice  Securities 
alone  from  January  to  August,  three 
quarters  of  the  total  trading  activ- 
ity. He  ran  several  stock  pools  — get- 
ting contributions  from  many  of  his 
friends  and  acquaintances  like  John 
W.  Gates  and  Charles  M.  Schwab.  He 
managed  these  pools  in  an  interest- 
ing way — gathering  money  with  the 
promise  the  investor  would  not  lose 
(as  Morse  kept  the  price  of  the  stock 
up).  In  addition,  an  investor  did  not 
have  to  put  up  cash;  he  could  just  sign 
a note — which  Morse  took  to  one  of 
his  banks  and  sold.  He  also  bought  on 
margin,  and  triggered  many  payments 
to  brokers  to  cover  his  purchases.  The 
whole  shaky  structure  depended  on 
the  price  of  his  and  Heinze’s  stocks. 

At  the  beginning  of  October,  Amer- 
ican Ice  Securities  was  not  active  in  the 
stock  market.  Consolidated  Steamship 
common  traded  small  amounts,  in  the 
$2.13  to  $2.75  range,  and  its  bonds 
traded  little.  United  Copper  traded 
about  500  shares  a day,  beginning  at 
$47.88  and  drifting  down.  It  is  impor- 
tant to  note  that  the  trading  and  price 
were  largely  controlled  by  a pool  run 
by  Heinze's  brother,  Otto,  who  had  a 
brokerage  firm.  It  is  also  important  to 
note  that  a block  of  16,400  shares  was 
held  by  a pool  headed  by  Morse. 

By  Saturday,  October  12,  news 
from  Montana  reported  the  price  of 
copper  at  half  of  what  it  had  been  in 
the  spring.  Copper  stocks  hit  new  lows 
that  week.  That  day  United  Copper 
trading  was  brisk,  with  2,438  shares 
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traded,  making  6,485  for  the  week. 
The  final  price  was  $36.25.  Otto  Hei- 
nze  came  home  from  Europe  the  next 
day  and  realized  his  company  had 
more  orders  to  buy  than  there  was 
stock  to  fulfill  them.  He  thought  there 
were  short  sellers  to  be  gathered,  but 
they  would  need  more  funds  than  the 
Mercantile  Bank  would  provide.  He 
and  Fritz  went  to  see  Charles  Barney, 
president  of  the  Knickerbocker  Trust 
Company.  Barney  had  known  Morse 
for  years,  putting  him  on  the  board 
of  the  Garfield  Bank  and  then  the 
Knickerbocker  Trust  Company.  He 
personally  owned  and  had  the  bank 
buy  large  amounts  of  American  Ice  on 
Morse’s  recommendation.  But  likely  to 
the  Heinzes’  surprise,  Barney  refused 
to  put  his  bank  behind  their  plan. 

On  Monday,  the  14th,  Otto  Hei- 
nze  issued  instructions  to  Goss  and 
Kleberg,  brokers,  to  buy  6,000  shares 
of  United  Copper  at  escalating  prices. 
When  the  market  opened,  the  stock 
rose  $22  in  15  minutes.  The  New 
York  Times  later  called  it  a “sky 
rocket  jump.”  So  much  stock  was 
offered  that  Otto  quickly  ran  short 
of  money,  and  Fritz  wrote  a loan  to 
himself  from  the  Mercantile  Bank  for 
$500,000,  which  he  turned  over  to 
his  brother,  stabilizing  the  market  for 
a while.  Then  someone  dumped  over 
16,000  shares  in  one  block,  which 
triggered  even  more  selling.  By  closing 
time,  the  price  was  headed  inexorably 
downward  with  more  and  more  stock 
being  offered.  Goss  and  Kleberg  could 
not  buy  it  all  and  closed  its  doors.  The 
next  day  the  headline  read  “Heinze’s 
Coppers  dance  up  and  down.”  And 
Heinze  used  the  stock  bought  with  the 
loan  money  as  collateral,  as  usual. 

After  the  noise  and  turmoil,  it 
became  known  who  had  dumped  the 
block  — it  was  Charles  W.  Morse, 
in  his  capacity  as  head  of  the  United 
Copper  pool.  The  following  day,  Fritz 
and  Otto  Heinze  went  to  Morse’s 
office  at  the  Bank  of  North  America 
and,  through  the  closed  door,  peo- 
ple clearly  heard  Heinze  excoriating 


Morse  with  all  the  colorful  language 
he  had  learned  in  the  copper  mines. 
Morse  offered  to  make  good  on  the 
problem,  but  the  president  of  the 
bank  refused  to  lend  them  any  money. 
So  Morse  wrote  his  own  check  for 
$126,000  (far  more  than  he  had  in  his 
account)  to  buy  United  Copper  stock, 
which  was  delivered  to  Morse  later 
that  day.  He  sold  it  right  away. 

Morse’s  Consolidated  Steamship 
bonds  had  traded  very  small  volume 


Charles  W.  Morse 


up  to  this  time,  but  on  Wednesday, 
October  16,  someone  dumped  $1.7 
million  on  the  market,  an  amazing 
amount  from  the  authorized  total  of 
$60  million.  United  Copper  stock 
continued  to  trade  heavily  and  was 
down  to  $15.  Heinze  resigned  from 
the  Mercantile  Bank  and  turned  his 
attention  to  his  bank  loans  because 
the  collateral,  United  Copper  stock, 
was  so  reduced. 

Consolidated  Steamship  bonds 
had  been  regarded  as  risky,  based  on 
an  accountant’s  analysis  of  revenues 
through  September,  which  predicted 
that  the  company  could  not  pay  $2 


million  in  interest  due  in  January. 
However,  the  story  was  more  per- 
sonal. The  next  day,  The  New  York 
Times  ran  a front  page  story,  “Crash 
in  Coppers,  Heinze  Quits  Bank.”  On 
page  two  there  was  a more  analytical 
story,  which  stated: 

A feature  of  the  declining  market 
which  gave  acute  concern  until 
it  was  later  explained  was  the 
heavy  liquidation  in  the  four  per- 
cent bonds  of  the  Consolidated 
Steamship  Company...  It  was 
said  that  the  selling  came  from 
the  Heinze  interests  in  revenge 
for  unloading  of  United  Copper 
stock  by  Charles  W.  Morse,  who 
was  credited  with  being  one  of 
the  market  pool. 

On  Thursday,  the  17th,  a run  began  at 
Barney’s  Knickerbocker  Trust  Com- 
pany, as  his  connection  with  Charles 
W.  Morse  was  well-known.  Otto  Hei- 
nze &c  Co.  was  suspended  from  the 
New  York  Stock  Exchange  and  Goss 
and  Kleberg  went  bankrupt. 

And  the  selling  continued  the  follow- 
ing day,  when  an  astounding  $2.1  mil- 
lion in  Consolidated  Steamship  bonds 
changed  hands.  Selling  hit  Consolidated 
common  stock  as  well,  as  3,800  shares 
were  traded  with  a final  price  of  $1.65. 
Also  on  Friday,  another  $2.1  million  in 
Consolidated  Steamship  bonds  changed 
hands  and  selling  hit  Consolidated  com- 
mon as  well:  3,800  shares  with  a final 
price  of  $1.65. 

On  Saturday,  trading  again  hit 
United  Copper:  9,800  shares  and  the 
final  price  was  $7.50,  down  from 
$47.88  at  the  beginning  of  the  month. 
In  total,  some  80,000  shares  had 
traded  during  the  week.  Trades  in 
Consolidated  Steamship  common 
were  over  6,000  shares  for  the  week, 
compared  with  less  than  2,000  the 
week  before.  For  its  bonds,  trades 
during  the  week  were  over  $5  million, 
against  $562,000  the  week  before. 

At  this  point,  the  damage  was  lim- 
ited, but  it  was  spreading.  The  run 
on  Knickerbocker  Trust  continued, 
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and  Barney  went  to  see  J.P.  Morgan 
for  help.  He  had  known  Morgan 
for  years  and,  in  fact,  visited  the 
Jekvll  Island  Club  where  Morgan 
was  a prominent  member.  Nonethe- 
less, Morgan  knew  Barney  had  been 
closely  associated  with  Morse  for 
years,  and  Morgan  had  seen  Morse 
in  action  in  the  steamboat  business  as 
well  as  banking.  In  a later  law  suit, 
one  of  Morgan's  associates  said,  "he 
loathed  Morse.”  It  is  well-known  that 
he  refused  to  see  Barney. 

By  Trafalgar  Day,  a Monday,  the 
Clearing  House  Committee  had  forced 
Heinze  to  resign  from  all  his  other 
banks,  and  they  turned  to  Morse.  As  a 
news  story  reported  the  meeting  in  the 
Bank  of  North  America: 

The  Bank  of  North  America 
was  in  trouble,  and  the  Clear- 
ing House  Committee,  as  a first 
condition  of  aiding  it,  was  stipu- 
lating that  Mr.  Morse  should 
get  out.  Moreover,  its  members 
didn't  like  the  character  of  some 
of  the  collateral  that  he  pledged 
for  the  loans  to  himself  and  his 
companions. 

Mr.  Morse  became  very  angry 
and  pounded  on  the  table  at 
which  he  stood: 

‘Gentlemen,’  said  he,  ‘1  have 
got  $11,000,000  of  negotiable 
securities  in  the  vault  below 
this  very  room  where  we  are.’ 
One  of  the  bankers  present 
remarked  to  Mr.  Morse  that  he 
had  never  made  it  a practice  of 
calling  people  untruthful,  but 
Mr.  Morse  would  have  to  'show 
him’  before  the  statement  was 
accepted.  Mr.  Morse  did  not 
show  the  securities. 

Meanwhile,  the  run  on  the  Knick- 
erbocker Trust  continued.  In  the  stock 
market,  selling  continued  for  Con- 
solidated Steamship  common  stock. 
On  increased  trading  volume  of  5,800 
shares,  it  slid  below  $2  while  another 
$2.3  million  of  the  bonds  sold  to  close 
at  $15.  This  huge  amount  of  trad- 


ing now  seemed  normal.  The  price  of 
United  Copper  stock  seemed  to  have 
stopped  dropping  because  it  traded  a 
small  volume  and  recovered  50  cents  to 
$8.  The  trading  in  American  Ice  Secu- 
rities common  stock  was  almost  three 
times  the  volume  of  the  entire  pre\  i- 
ous  week — over  2,000  shares  and  the 
price  dropped  another  $4  to  SI 6. 

That  evening,  accosted  by  a 
reporter,  Morse  was  asked  it  he  was 
forced  out  of  the  banks.  He  said  with 


l.r.  Morgan 


a smile,  "That's  absolutely  untrue, 
nothing  in  it  I assure  you...  I quit 
banking  because  there  was  nothing 
in  it  for  me  and,  to  tell  you  the  truth. 
I'm  damn  glad  I’m  our  if  it.  I'm  out 
for  good. ..now  I have  time  for  other 
activities.” 

Barney  resigned  from  the  Knicker- 
bocker Trust  Company  and  the  board 
of  directors  issued  this  statement: 

In  view  of  the  fact  that  the  posi- 
tion of  Mr.  Barney,  president  of 
the  company,  has  become  greatly 
extended  and  although  he  had 
no  loans  with  the  Knickerbocker 


Trust  Company  and  because  of 
his  connection  with  Mr.  Morse 
and  the  Morse  companies,  the 
directors  decided  that  the  best 
interests  of  the  company  would 
be  served  by  his  withdrawal;  he 
has  resigned  as  president  and 
will  resign  as  director  of  the 
National  Bank  of  Commerce. 

The  Knickerbocker  Trust  failed  the 
next  week  and  was  found  to  ha\e 
loaned  millions  backed  by  American 
Ice  Securities  stock.  Barney  himself 
had  $2  million  in  American  Ice  stock 
at  the  beginning  of  the  month,  worth 
perhaps  $780,000  at  the  end.  The 
trust  company  never  reopened,  and 
several  weeks  later  Charles  Tracy  Bar- 
ney  killed  himself.  His  friends  blamed 
Morse.  Morse  denied  it. 

By  Saturday,  October  26,  the  sell- 
ing of  Morse  and  Heinze's  stocks  and 
bonds  had  been  severe.  For  the  month 
the  price  decreases  were  huge: 

• United  Copper  common:  down  84% 

• Consolidated  Steamship  common: 
down  75% 

• Consolidated  Steamship  bonds: 
down  57% 

• American  Ice  Securities  common: 
down  61% 

All  of  these  securities  had  been 
used  as  collateral  for  many  bank 
loans  — to  keep  the  stock  prices  up. 
Their  decline  and  fall  played  into  the 
banking  system’s  other  problems:  a 
long  list  of  bank  failures,  13  in  New 
York,  including  the  Knickerbocker 
Trust,  Mercantile  and  Bank  of  North 
America,  as  well  as  other  “Morse” 
banks  — New  Amsterdam,  Garfield, 
14rh  Street  and  Produce  Exchange. 
The  damage  extended  to  a few  banks 
far  removed  from  New  York:  Butte 
Savings  Bank  (one  of  Heinze’s)  and 
Bath  Savings  Bank  and  Bath  Trust 
Company  (in  Bath,  Maine,  Morse’s 
home  town). 


continued  on  page  35 
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Federal  Reserve  Bank  Notes 


By  Franklin  Noll 


Wi  ari  ai  i.  i am i liar  witli  Federal 
Reserve  notes.  We  use  them  every- 
day, and  the  United  States  Bureau  of 
Engraving  and  Printing  (BEP)  prints 
billions  of  them  every  year.  The  pro- 
duction of  Federal  Reserve  notes  has 
been  going  on  continually  since  1914 
when  the  Federal  Reserve  System  first 
went  into  operation  following  its 
establishment  in  December  19  Id.  Yet, 
in  the  first  half  of  the  20th  century, 
the  Federal  Reserve  System  also  peri- 
odically issued  a second  form  of  cur- 
rency— Federal  Reserve  lunik  notes. 

Federal  Reserve  bank  notes  were 
authorized  by  the  Federal  Reserve  Act 
of  December  2d,  I 9 I d.  While  the  Fed- 
eral Reserve  notes  we  see  every  day  are 
the  responsibility  of  the  Federal  Reserve 
System  as  a whole.  Federal  Reserve 
bank  notes  were  established  as  obli- 
gations solely  of  the  Federal  Reserve 
bank  that  issued  them.  Upon  depositing 
bonds  with  the  Treasurer  of  the  United 
States,  a Federal  Reserve  bank  could 
issue  its  own  notes  as  long  as  it  followed 
the  same  rules  that  applied  to  national 
banks.  While  this  did  not  happen  very 
often  or  to  any  great  extent,  issuances 
of  Federal  Reserve  bank  notes  are  inter- 
esting because  they  always  occurred 
during  currency  crises. 


The  National 
Bank  Note  Crisis 
One  of  the  reasons  for  the  creation 
of  the  Federal  Reserve  System  was  to 
eliminate  the  system  of  national  bank 
notes  and  to  replace  it  with  a centrally 
controlled  system  of  Federal  Reserve 
notes.  However,  with  the  start  of  Fed- 
eral Reserve  operations,  the  dispersion 
of  Federal  Reserve  notes  across  the 
country  would  take  some  time,  and 
no  one  knew  how  quickly  national 
banks  would  go  out  of  the  currency 
business  and  stop  issuing  their  own 
notes.  There  was  a real  possibility  that 
national  bank  notes  might  be  with- 
drawn from  circulation  faster  than 
the  new  Federal  Reserve  notes  could 
be  issued  to  the  public.  This  could 
cause  sudden  drops  in  the  number  of 
bank  notes  in  different  parts  of  the 
country,  resulting  in  regional  scarci- 
ties of  currency.  To  counteract  such  a 
crisis,  the  local  Federal  Reserve  bank 
was  authorized  to  step  in  and  issue  its 
own  currency  on  a temporary  basis  to 
make  up  the  deficiency. 

To  meet  the  expected  need,  in  191 5, 
the  BEP  printed  3.2  million  notes  in 
denominations  of  $5,  $10  and  $20 
m anticipation  of  the  Federal  Reserve 
System’s  final  start-up.  But,  as  it 


turned  out,  few  national  banks  retired 
their  currency  as  quickly  as  feared  and 
there  was  little  demand  for  Federal 
Reserve  bank  notes.  The  crisis  never 
materialized.  Consequently,  produc- 
tion of  Series  1915  Federal  Reserve 
bank  notes  fell  to  264,000  notes  by 
the  middle  of  1918.  However,  by  this 
time  the  United  States  was  facing  a 
new  crisis,  World  War  I. 

The  Silver 
Certificate  Crisis 

The  United  States  entered  the  war 
in  April  1917.  A year  later,  in  April 
1918,  it  agreed  to  sell  silver  bullion  to 
the  British.  The  US  Treasury  had  lots 
of  silver  in  the  form  of  $1  coins  and 
silver  ingots  that  it  held  as  security 
against  the  silver  certificates  it  issued. 
(The  Treasury  ended  the  issuance  of 
silver  certificates  in  1963.)  The  prob- 
lem was  that  for  each  $1  in  silver  sold 
to  Britain,  $1  in  silver  certificates  had 
to  be  withdrawn  from  the  money  sup- 
ply. To  make  up  the  loss  in  circulation, 
Federal  Reserve  bank  notes  were  issued 
as  an  emergency  replacement,  and  the 
volume  of  Federal  Reserve  bank  notes 
in  circulation  swelled  from  about  $9 
million  in  the  summer  of  1918  to  a 
little  over  $261  million  a year  later. 
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To  meet  this  new  demand  for  notes, 
the  BEP  had  to  increase  production  in 
fiscal  year  1919  by  almost  a 1,000- 
fold,  from  264,000  to  227  million 
notes.  Besides  the  manifold  problems 
stemming  from  such  a massive  increase 
in  production,  the  Bureau  also  had  to 
face  the  problem  of  a linen  shortage 
caused  by  the  war.  As  a result,  the 
notes  were  printed  on  100%  cotton 
paper,  making  them  more  fragile  and 
harder  to  work  with.  Series  1918 
notes  were  produced  in  Si,  $2,  $5, 
$10,  $20  and  $50  denominations  until 
1922.  By  that  time,  the  Treasury  had 
replaced  the  missing  silver,  and  silver 
certificates  were  reissued  as  the  Fed- 
eral Reserve  bank  notes  were  retired. 

The  Banking 
Crisis  of  I 933 

The  next  use  of  Federal  Reserve 
bank  notes  as  an  emergency  currency 
occurred  in  early  March  1933  when 
President  Franklin  D.  Roosevelt  closed 
all  the  banks  for  three  days  to  stop  a 
banking  panic  during  the  Great  Depres- 
sion. The  Treasury  feared  that  once  the 
banks  reopened  there  would  be  a mad 
dash  by  depositors  for  cash.  To  counter 
this  threat.  Federal  Reserve  banks  were 
authorized  for  a limited  time  to  issue 
their  own  notes  as  they  saw  fit. 

The  BFP  was  given  an  initial  order 
for  $2  billion,  or  over  186  million 


notes.  The  problem  was  that  the  notes 
were  to  be  provided  immediately  and 
the  Bureau  did  not  have  the  necessary 
plates,  paper  or  even  employees  to  do 
the  job.  The  plate  and  paper  problems 
were  overcome  by  utilizing  the  existing 
stock  of  national  bank  note  blanks.  It 
was  planned  that  these  would  be  over- 
printed by  a single  logotype  plate  for 
each  Federal  Reserve  bank,  blacking- 
out  certain  features  while  adding  oth- 
ers. The  necessary  labor  was  organized 
by  calling  upon  the  wives  and  husbands 
of  current  employees  and  all  former 
employees.  Within  weeks,  the  Bureau 
was  ready  to  go  into  production. 

On  March  9,  1933,  the  new  Fed- 
eral Reserve  bank  notes  were  officially 
authorized,  and  within  24  hours  the 
first  shipment  of  currency  was  ready. 
The  feared  run  on  the  banks  for  cur- 
rency never  materialized,  and  many  of 
the  notes  shipped  by  the  Bureau  were 
not  issued.  Beginning  in  1934,  those 
notes  that  had  been  actually  issued 
were  retired  as  the  banking  industry 
and  the  economy  recovered.  This  was 
also  the  last  year  that  the  BEP  ever 
printed  Federal  Reserve  bank  notes. 

The  existing  stock  of  Federal 
Reserve  bank  notes  left  over  from 
the  1933-1934  printing,  $660  million 
worth,  was  issued  during  World  War  II 
(1941-1945),  much  of  it  in  December 
1942  when  the  Treasury  was  suffer- 


ing a cash  crunch.  These  notes  began 
to  be  retired  as  the  end  of  the  war 
approached;  and,  in  the  summer  of 
1945,  Congress  amended  the  Federal 
Reserve  Act  to  end  the  use  of  Federal 
Reserve  bank  notes.  There  really  was 
not  a need  for  them  anymore.  The  Fed- 
eral Reserve  System  had  become  very 
adept  at  using  just  Federal  Reserve 
notes  in  controlling  the  money  supply 
and  no  other  currency  was  needed. 

Though  Federal  Reserve  bank  notes 
had  a short  history,  they  made  a big 
impact,  serving  as  an  emergency  cur- 
rency or,  at  worst,  as  insurance  against 
a currency  crisis.  In  all,  the  BEP  pro- 
duced over  641  million  notes  valued  at 
over  $1.7  billion.  In  circulation  from 
basically  1915  to  1945,  these  notes 
marked  the  transition  from  a United 
States  economy  using  a number  of  dif- 
ferent currencies  (national  bank  notes, 
silver  certificates,  gold  certificates  and 
United  States  notes)  to  one  that  just 
uses  one  form  of  currency — the  famil- 
iar Federal  Reserve  note.  HD 

Dr.  franklin  Noll  is  president  of  Noll 
Historical  Consulting,  LLC,  and  his- 
torical consultant  to  the  Bureau  of 
Engraving  and  Printing,  running  its  his- 
tory program  and  conducting  research 
on  the  history  of  the  BEP,  US  currency. 
Treasury  securities  and  the  public  debt. 


$10  Federal  Reserve  Bank 
of  New  York  note  (top)  with  the  same 
design  as  a $10  national  hank  note  (right). 
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The  Bank  Panic  of  October  1907 


continued  front  page  3 1 

At  the  end  of  the  month,  Morse's 
fortune  was  in  ruins.  He  was  forced 
out  of  Consolidated  Steamship  and, 
as  predicted,  it  could  not  pay  the  $2 
million  in  interest  due  on  the  bonds 
in  January  1908.  It  passed  into  bank- 
ruptcy and  emerged  under  control  of 
the  steamboat  men  who  ran  the  oper- 
ating companies  and,  as  Atlantic,  Gulf 
and  West  Indies  Company,  it  lasted 
for  decades. 

For  Morse  and  Heinze,  the  aftermath 
was  seemingly  endless  court  appear- 


ances. Morse  spent  the  next  year  trying 
to  stay  out  of  jail  and  failed.  He  was  sent 
to  federal  prison  for  15  years  and  got 
out  after  two  years  on  President  Taft's 
pardon — obtained  under  very  dubious 
circumstances.  Heinze  was  prosecuted 
separately,  but  he  was  harder  to  convict 
because  he  seldom  used  bank  money, 
and  the  $500,000  loan  did  not  benefit 
him  but  went  to  his  brother’s  brokerage 
firm.  Nonetheless,  many  years  later, 
when  he  was  convicted,  he  died  before 
serving  any  time. 


Beyond  the  economic  and  systemic 
forces  at  play,  there  are  always  peo- 
ple. B3 

Philip  Woods  is  a graduate  of  Princ- 
eton and  has  an  MBA  and  MA  from 
Stanford  University.  He  was  drawn  to 
this  subject  because  his  wife  is  Charlie 
Morse's  second  cousin , three  genera- 
tions hack , and  the  Maine  Maritime 
Museum  has  such  an  extensive  archive 
of  Morse  materials. 


The  American  Whale  Fishery 

continued  from  page  14 


put  a number  of  whaling  vessels  out  of 
commission  during  the  war.  Then  in 
the  18~0s,  numerous  vessels  were  lost 
to  the  early  onset  of  ice  in  the  Arctic 
Ocean.  But  it  was  the  1859  discovery 
of  oil  in  western  Pennsylvania  that 
would  eventually  sound  the  death  knell 
for  the  whaling  industry  in  America. 

Oil  was  cheap  and  plentiful,  and  it 
was  unnecessary  to  leave  land  to  obtain 
it.  Oil,  like  whaling,  would  create  vast 
fortunes  for  many.  Unlike  whaling, 
there  were  few  religious  constraints  on 
the  early  oil  pioneers,  and  they  were 
free  to  both  pursue  wealth  and  display 
wealth  without  fear  of  retribution.  The 
corporation  would  serve  the  oil  indus- 
try well;  maybe  too  well,  but  the  sense 
of  community  that  was  fostered  in 
Nantucket  for  the  whaling  industry 
would  be  lost  to  the  oil  industry. 
Instead  Wall  Street  would  be  used 
effectively  to  acquire  capital  and  to 
spread  risk  across  investors.  HU 

Brian  Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History’s  editorial  hoard. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies.  The 


authors  would  like  to  thank  Howard 

Baker  for  his  assistance  in  researching 

this  article. 
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More  Money  Than  God: 

Hedge  Funds  and  the  Making  of  a New  Elite 


By  Sebastian  Mallaby 
The  Penguin  Press,  2010 
496  pages  with  notes  and  index 
$29.95 

Reviewed  by  Michael  A.  Martorelli 

It  is  not  necessary  to  agree  with  the 
“new  elite”  portion  of  this  book’s 
subtitle  to  appreciate  the  usefulness 
of  Sebastian  Mallaby’s  history  of  the 
hedge  fund  industry.  He  recounts  that 
history  by  detailing  the  highlights  and 
lowlights  of  the  careers  of  retired  but 
still-living  managers  of  many  suc- 
cessful hedge  funds.  Thus,  he  pro- 
duces not  just  a dry  history  of  dates 
and  facts,  but  the  compelling  stories 
of  people  who  defined  that  industry 
and  created  its  persona.  Unlike  most 
works  of  history,  this  book  also  deals 
with  the  position  of  hedge  funds  in  the 
modern  pantheon  of  money  manage- 
ment, and  discusses  various  legislative 
proposals  (some  of  which  have  since 


been  approved)  for  tighter  regulation 
of  the  industry.  Like  many  chroniclers 
who  have  had  extraordinary  access 
to  their  story’s  protagonists,  Mallaby 
makes  his  appreciation  of  his  subject 
quite  explicit.  The  reader  is  more 
likely  to  value  the  historical  aspects  of 
this  work  than  its  journalist/author’s 
views  on  public  policy  towards  this 
instrument  of  money  management. 

Mallaby’s  story  of  the  hedge  fund 
industry  provides  chapter  and  verse 
of  the  investment  strategies  chosen  by 
the  industry’s  pioneers.  Some  involved 
the  type  of  long/short  combination  of 
investments  that  would  seem  to  define 
hedging.  But  just  as  frequently,  the 
early  hedge  fund  managers  used  math- 
ematical models  to  exploit  anomalies 
in  the  efficient  market,  benefit  from 
temporary  valuation  discrepancies  or 
speculate  on  the  likely  direction  of 
prices  for  a certain  currency  or  com- 
modity. Unlike  the  managers  of  other 
pools  of  capital,  hedge  fund  manag- 
ers typically  used  borrowed  money  to 
“up  the  ante”  on  their  chosen  trading 
strategies,  thus  multiplying  the  effect 
of  their  actions  and  the  gains  or  losses 
that  resulted  from  them.  Those  manag- 
ers earned  enormous  fees  when  they 
succeeded,  receiving  both  a two  percent 
management  fee  and  a 20  percent  share 
of  the  fund’s  profits.  Since  they  kept  the 
majority  of  their  personal  wealth  in  their 
funds,  they  also  suffered  substantial 
financial  losses  when  they  were  wrong. 
Mallaby  counts  more  than  1,500  hedge 
fund  failures  during  the  past  decade 
or  so,  a figure  not  matched  in  the 
traditional  mutual  fund  industry.  He 
notes  that  few  hedge  funds  have  been 
implicated  in  insider  trading  or  fraud; 
and  none  have  requested,  expected  or 
received  a government  bailout. 


It  is  accurate  to  suggest  that  hedge 
funds  did  not  cause  any  of  the  finan- 
cial panics  of  the  past  few  decades, 
but  still  worth  noting  some  of  their 
objectionable  aspects.  As  Mallaby 
makes  clear,  hedge  fund  managers 
have  operated  out  of  the  spotlight  of 
regulation.  They  frequently  have  acted 
more  as  active  financiers/lenders  than 
passive  investors.  And  when  exercis- 
ing their  enormous  buying  power, 
they  often  have  been  responsible  for 
much  more  disruption  and  volatility 
in  the  flow  of  capital  in  and  out  of 
various  markets  than  would  otherwise 
have  been  the  case.  Few  managers 
seemed  sufficiently  humble  about  their 
ability  to  withstand  changing  market 
conditions.  In  obvious  contempt  for 
the  country’s  long  history  of  finan- 
cial regulation,  the  industry  leaders 
rejected  all  calls  for  tighter  regula- 
tion, and  seemed  unwilling  to  admit 
that  any  branch  of  government  had  a 
legitimate  right  to  assert  any  authority 
over  their  actions. 

Hedge  funds  have  been  remarkably 
successful,  as  Mallaby  illustrates  by 
citing  a landmark  2010  paper  quanti- 
fying the  extent  of  their  outperfor- 
mance  during  the  1995  to  2009  period. 
They  have  also  been  remarkably  con- 
troversial. More  Money  Than  God’s 
author  believes  hedge  funds  are  good 
for  their  clients,  the  investment  com- 
munity and  the  financial  system  as  a 
whole.  Even  those  who  disagree  will 
learn  a lot  from  his  well-written  treat- 
ment of  their  history.  HD 
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tor at  Fairmonnt  Partners  in  West 
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This  Time  is  Different: 

Eight  Centuries  of  Financial  Folly 


By  Carmen  M.  Reinhart 
ami  Kenneth  S.  Rogoff 
Princeton  University  Press,  200 9 
46  ] Rages  with  appendices  and  index 
$ 35.00 

Reviewed  by  James  P.  Prout 

Most  everyone  likes  a good  party.* 
Good  food,  music,  some  booze — every- 
body feels  great.  Sometimes,  however, 
things  get  going  a bit  too  fast,  and 
judgment  gets  hazy.  It  can  hurt  a lot 
when  the  sun  comes  up.  But  face  it, 
even  the  brightest  sun  and  the  big- 
gest headache  aren’t  enough  to  keep  a 
party  from  happening  again.  The  lure 
of  good  times  overwhelms  memory, 
experience  and  wisdom. 

The  world  is  still  recovering,  very 
groggily,  from  the  economic  and  finan- 
cial crisis  that  tripped  in  2007.  As  we 
shake  our  heads,  we  ask  how  could 
something  like  this  happen,  when  we 
are  so  much  smarter  than  those  who 
came  before  us?  For  some,  the  answer 


is  clear.  Blame  lies  with  inept  politi- 
cians or  lax  regulators  or  naive  bor- 
rowers or  greedy  bankers.  Case  closed. 
For  others,  it  is  not  certain  that  the  cri- 
sis is  even  over,  that  stability  has  been 
restored  and  that  structures  designed 
to  prevent  recurrence  are  sturdy  or 
flexible  enough  to  work. 

Into  this  post-party  post-mortem 
have  stepped  Professors  Reinhart  and 
Rogoff  with  This  Time  Is  Different. 
Their  message  is  simple:  there  is  noth- 
ing different  about  our  latest  financial 
crisis  except  the  year  it  started.  It  is  one 
in  a long  line  of  busts,  borne  of  lousy 
transparency  and  an  arrogant  belief 
that  financial  metrics  can  be  altered, 
that  the  rules  of  risk  and  return  could 
somehow  be  changed  or  suspended  in 
light  of  our  more  “modern”  knowl- 
edge of  money  and  economics. 

The  authors  base  their  observations 
on  a vast,  newly-constructed  database 
of  financial  and  fiscal  information 
they've  gathered  across  several  centu- 
ries, and  many  countries.  Confidence, 
they  remind  us,  is  at  the  base  of  all 
financial  and  monetary  systems.  What 
erodes  and  inevitably  kills  confidence 
is  always  the  same:  debt,  or  more  pre- 
cisely liability  levels  that  rise  far  beyond 
supporting  assets  or  income  streams. 
No  matter  how  they  are  papered  over, 
repackaged,  rescheduled,  resold,  redis- 
tributed or  recycled,  excessive  liabilities 
cause  bad  decisions,  and  ultimately 
lead  to  financial  interruptions. 

After  establishing  some  common 
metrics  for  defining  and  identifying 
systemic  failures,  we  delve  into  those 
financial  events  the  authors  claim  do 
the  most  serious,  lasting  economic 
damage:  external  and  internal  sover- 
eign debt  default,  currency  debasement/ 
inflation  and  systematic  banking  cri- 


ses. France’s  post-Napoleonic  external 
defaults?  Look  no  further.  Chinese  pre- 
communist shift  to  domestic  debt  and 
subsequent  repudiation?  It's  in  here. 
German  inflation  in  the  '20s?  Covered. 
And  whether  monarchy,  dictatorship 
or  democracy,  3rd  world  or  1st  world, 
financial  alchemy  always  seems  to  end 
up  losing  to  fiscal  reality. 

The  reason  these  downward  slides 
aren't  spotted  as  they  are  occurring 
is  our  creativity.  We  stash  liabilities 
away  where  they  are  less  obvious, 
or  render  them  unrecognizable,  or 
outright  lie  about  them.  Accounting 
transparency  is  one  culprit,  along  with 
political  expediency,  and  flabby  regu- 
latory structures  and  discipline. 

With  supporting  data  sets  starting 
at  page  293,  and  many  references  to 
other  academic  studies,  this  is  nor  a 
gossipy  treatment  of  how  Wall  Street 
personalities  acted  during  the  melt- 
down. And  1 am  sure  that  oppos- 
ing academics  are  combing  this  book 
looking  for  a fight  about  validity  and 
application.  I can  argue  with  the  way 
some  of  the  data  is  presented,  which 
sometimes  takes  away  from  rather 
than  adds  to  the  flow  of  the  book. 

By  now  1 am  sure  you  want  to 
know:  what  do  the  hundreds  of  finan- 
cial crises  chopped  and  analyzed  here 
tell  us  about  where  we  are  today? 
Should  we  spend  or  save  right  now? 
Is  international  or  domestic  contagion 
a realistic  or  possible  scenario?  Is  that 
light  at  the  end  of  the  tunnel  or  an 
onrushing  train?  Have  they  invented 
the  “black  box”  that  spits  out  the 
answer  as  to  what  lies  ahead? 

Harry  Truman  once  demanded  to 
see  a “one-handed  economist,”  and 
these  economist-authors  are  honest 
continued  on  page  39 
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Banktown: 

The  Rise  and 
Struggles  of 
Charlotte’s  Big  Banks 


By  Rick  Rothacker 

John  F.  Blair  Publisher,  Winston-Salem,  NC,  2010 
249  pages,  with  b/w  photos,  notes  and  index 
$26.95 


Reviewed  by  Gregory  DL  Morris 

For  books  that  physically  are  twins 
separated  at  birth  and  starting  with 
essentially  the  same  theme,  the  two 
could  not  be  more  different  in  the 
reading.  Green’s  book  is,  as  could 
be  expected,  much  more  sweeping 
in  chronology,  geography  and  sociol- 
ogy. It  opens  with  the  dawn  of  the 
Industrial  Age  and  the  founding  of 
the  earliest  New  England  mill  towns. 
Rothacker’s  book  is  much  more  nar- 
rowly drawn,  of  necessity,  and  as  a 
result,  more  detailed,  even  meticulous. 

The  course  of  The  Company  Town 
covers  industries  as  disparate  as  coal 
mining  and  the  manufacture  of  terry- 


cloth  towels  and  from  northern  New 
England  to  southern  California,  but  the 
author  is  clearly  most  passionate  about 
the  textile  industries.  Others,  notably 
oil  and  chemicals,  get  a quick  once 
over,  and  others  still,  such  as  aircraft 
manufacture,  barely  get  a mention. 

The  most  notable  omission  from 
Green’s  work,  however,  is  quotations. 
He  has  done  a respectable  amount  of 
research,  as  the  citations  and  the  notes 
attest.  Many  of  the  subjects  are  likely 
still  living,  but  there  is  narry  a first- 
hand account  anywhere.  In  stark  con- 
trast, Rothacker  gives  us  nothing  but 
quotes.  He  is  a reporter  for  the  Char- 


lotte Observer,  and  so  there  are  lots  of 
single-sentence  paragraphs  and  blow- 
by-blow  coverage  of  events.  Banktown 
could  have  used  a little  of  Green’s 
perspective,  and  Company  Town  could 
have  used  a little  of  Rothacker’s  imme- 
diacy and  intimacy. 

In  another  convergence,  the  best 
section  in  Company  Town  is  Chapter 
4 where  Green  tells  a richly-textured 
tale  of  Kannapolis,  North  Carolina, 
just  20  miles  north  of  Charlotte.  That 
is  where  Cannon  textile  mills  grew 
from  a single  factory  in  the  1880s 
to  a sprawling  multi-plant  operation 
employing  24,000  people.  The  con- 
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trasr  town  to  town  through  Green’s  book  is  the  motiva- 
tion for  and  success  in  the  business  owning  workers’ 
housing  and  providing  basic  services.  Kannapolis  lasted 
a century,  only  incorporating  and  electing  a city  council 
in  1984.  Other  company  towns,  such  as  Gary,  Indiana, 
were  plagued  with  mismanagement  from  the  start. 

Where  Green’s  style  is  narrative,  if  occasionally  breezy, 
Rothacker’s  is  a newsman’s  staccato.  He  covers  the 
founding  of  the  early  banks  in  the  Tarheel  state,  how  they 
longed  to  challenge  their  rivals  in  Atlanta,  and  how  they 
stormed  onto  the  national  scene.  NationsBank,  which 
traces  its  roots  to  Commercial  National  Bank  founded  in 
Charlotte  in  1874,  acquired  Bank  America  in  1988  to  cre- 
ate today’s  Bank  of  America,  through  half  a dozen  other 
combinations.  The  path  Wachovia  took  from  its  founding 
in  Winston-Salem  in  1879  was  even  more  tortuous. 

Rothacker  provide  plenty  of  detail  not  only  of  the 
deal  making,  but  also  of  the  personalities  involved,  how 
they  collaborated  and  battled  each  other.  Hugh  McColl 
and  Ed  Crutchfield,  Ken  Thompson  and  Ken  Lewis. 

For  all  the  rich  detail,  there  is  little  context,  other  than 
occasional  references  to  decisions  at  the  Federal  Reserve 
or  Department  of  Treasury.  Rothacker  assumes  not  only 
that  we  know  the  context,  but  that  we  care  as  much  as  he 
clearly  does  about  every  mote.  As  a result,  the  material 
can  be  a little  dry  in  spots.  If  newspapers  are  the  first  draft 
of  history,  then  Banktown  is  the  revised  draft.  HD 

Gregory  DL  Morris  is  an  independent  business  journalist 
based  in  New  York.  He  is  principal  and  editorial  direc- 
tor of  Enterprise  6'  Industry  Historical  Research , and  is 
an  act  we  member  of  the  Museum’s  editorial  board.  He 
can  be  contacted  at  gdlm@enterpriseandindustry.com. 


This  Time  is  Different 

continued  from  page  37 

enough  to  admit  that  their  work  raises  more  questions 
than  answers.  But  they  do  dwell  a lot  on  the  pres- 
ent— what  they  call  “The  Second  Great  Contraction.” 
The  negative  effects  of  banking  crises  on  economies,  they 
point  our,  are  often  longer  and  deeper  than  your  run- 
of-the-mill  defaults.  Banking  crises  appear  to  be  harder 
to  isolate  and  contain,  do  more  damage  to  trade  and 
growth,  and  tend  to  lead  to  further  fiscal  sloppiness. 

The  debate  goes  on,  and  this  is  a really  thoughtful 
book.  So  grab  a cup  of  black  coffee,  get  out  your  pencil 
and  start  underlining.  Because  we  aren’t  out  of  the 
woods  yet.  nn 

With  a nod  to  W ilium  McChesney  Martin,  longest-serving  Federal 
Reserve  Chairman  ( 1931-1970 ) 

Jim  Prout  is  a lawyer  and  business  consultant.  He  can 
be  reached  at  jpprout@gmail.com. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Bob  Sbabazian 

1.  Charles  Ponzi  and  Bernie  Madoff  are  among  the 
three  most  infamous  Ponzi  scheme  artists  in  history. 
Who  was  the  third? 

2.  In  what  year  did  the  US  unemployment  rate  reach  25%. 

3.  What  US  coin,  produced  in  2010,  bears  the  private 
home  of  a US  President  on  the  reverse  side? 

4.  In  investor  language,  what  does  “rhinophobia”  refer  to? 

5.  What  did  the  National  Banking  Act  of  1863  accomplish? 

6.  Name  the  first  American  railroad  company. 

7.  The  Coinage  Act  of  1792  established  what  government 
agency? 

8.  What  agency  was  created  during  the  Depression 
to  protect  depositors’  savings  accounts  at  banks? 

9.  Under  present  law,  the  Social  Security  payroll  tax 
is  levied  on  earnings  up  to  what  level? 

10.  An  independent  panel  recently  denied  a US  Postal 

Service  request  to  increase  the  price  of  a first  class  stamp 
by  two  cents  to  46  cents.  What  was  the  price  of  a first 
class  stamp  in  1918? 
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IT’S  YOUR  BUSINESS. 


Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  History  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 


8855$ 


Hie  Money. 


CORPORATE 

member 

48  Wall  Sweet 
New  York,  NY  10005 

Phone- 2U-908^U0 

fax-  212-908-9601 

The  power.  The  History 


For  information,  please  contact 
Director  of  Development  Jeanne  Driscoll 
at  212-908-4694  or  jdriscoll@moaf.org 


Put  Financial  History  in  your  Hands  ... 


]oin  the  International  Bond  and  Share  Society,  supporting  collectors  of 
vintage  bonds  and  shares  from  all  countries  since  1978.  For  $30,  €22  or  £18 
annually,  receive: 

♦ Our  full  color  ca.40  page  journal  Scripophily  with  news,  in-depth  articles,  auction 
reports  and  more 

♦ Membership  Directory  listing  dealers,  auction  houses  and  fellow  collectors 

♦ Members-only  part  of  the  Society  website,  scripophily.org 

♦ Several  mail  bid  auctions  each  year 

♦ Breakfast  meetings  at  annual  major  collector  events  in  Washington  DC  and  Antwerp, 
Belgium 


For  further  information 
contact 

Max  Hensley 
President  US  Chapter 
116  Parklane  Dr., 

San  Antonio,  TX  78212 

scripophilyeditor@scripophily.org 

Philip  Atkinson 
Membership  Secretary 
167  Barnett  Wood  Lane, 
Ashtead,  Surrey, 

KT21  2LP,  UK 

secretary@scripophily.org 

Or  visit  our  website 


www.scripophily.org 
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Join  the 


MUSEUM 

OF  AMERICAN 

FINANCE 


Today! 


The  Museum's  membership 
program  plays  a vital  role  in 
the  institution's  exhibition, 
programming  and  financial 
education  efforts.  Join  today 
to  receive  unlimited  free 
admission,  a subscription  to 
Financial  History  magazine, 
invitations  to  members-only 
events  and  a 10%  discount 
in  the  Museum  Shop. 


SHAREHOLDERS 


A Individual,  $55 

-i  One  year  subscription  to 
Financial  History  magazine 

-i  Free  gallery  admission 

-i  10%  discount  in  the  Museum  Shop 

-i  Invitations  to  members-only  events 
and  exhibition  openings 

-i  Monthly  Museum  e-newsletter 

B Student/Senior 
(65  or  over),  $45 

-i  All  individual  member  benefits 

C Young  Professionals  Circle,  $75 

-i  All  individual  member  benefits,  plus 
free  access  to  monthly  events  in 
the  Young  Professionals  Series  (for 
students  and  professionals  age  21-40) 

D International,  $65 

-i  Individual  member  benefits  for 
members  residing  outside  the  US 

E Family  Membership,  $85 

□ All  individual  member  benefits, 
plus  free  gallery  admission  for  each 
member  of  the  same  household 


BROKERS,  $85 


-i  For  academic  and  institutional 
libraries;  1-yr  subscription  for 
publications  and  announcements 


INVESTORS,  $150 


J All  individual  member  benefits 

-i  Includes  a subscription  to 
Smithsonian  magazine  and 
membership  in  the  Smithsonian 


FINANCIERS,  $500 


-i  All  Smithsonian  Affiliate 
member  benefits 

Li  Financier  level  listing  in 
Financial  History  magazine 


UNDERWRITERS,  $1, 


□ All  Smithsonian  Affiliate 
member  benefits 


□ Underwriter  level  listing  in 
Financial  History  magazine 


ANGELS,  $5, 


□ All  Smithsonian  Affiliate 
member  benefits 


□ Angel  level  listing  in 
Financial  History  magazine 


To  join  or  renew  your  membership,  please  visit  www.moaf.org/shop/membership 
or  mail  a check  payable  to  the  Museum  of  American  Finance,  48  Wall  Street,  New  York,  NY  10005 
For  more  information,  please  contact  Jeanne  Baker  Driscoll  at  (212)  908-4694  or  jrlr/oit 


EXPERIENCE 
THE  EXCITEMENT 
AND  ENERGY  OF 
WALL  STREET 


ONE  BLOCK  FROM 
THE  NEW  YORK 
STOCK  EXCHANGE 


OFAMERIG 

FINANCE 

48  Wall  Street 
New  York,  NY  10005 

www.MoAF.org 

212-908-4110 

Follow  us  on  Facebook  and  Twitter:  @FinanceMuseum 


Now  Showing 
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Solid  Gold  Jeweled 
Monopoly  Set 


Through  October  2012 


Scandal!  Financial  Crime, 
Chicanery  and  Corruption 
that  Rocked  America 


Through  April  201 1 


America's  First  IPO 


Through  March  201 1 


Ongoing 


